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PREFACE 


Both the wide acceptance of the original book and signifi- 
cant changes in the field of insurance have inspired the prepara- 
tion of this revised edition. Many types of insurance have been 
extensively modified in practice. Many new kinds have been 
introduced to meet the special needs of buyers of insurance. 
The philosophy of the seller with regard to the buyer of insur- 
ance has undergone some change. 

I have retained the original aim of the book, namely, to aid 
the buyer of insurance and the various people engaged in the 
service of insurance. Experience with the previous edition has 
shown that this approach also makes the volume better suited 
for use in college and university classes, since most students, 
when they enter the business world, will be on the buying rather 
than the selling side of insurance transactions. For the same 
reason the volume should have special appeal to all who pur- 
chase insurance protection, particularly to corporation treasurers 
and other officers responsible for the purchase of the proper 
lines and amounts of insurance. 

Like the previous edition, the revised treatment includes not 
only the more usual types of insurance such as life, fire, marine, 
workmen’s compensation, automobile, and accident and health 
insurance, but practically all the other lines which corporate 
officers and others must consider when making adequate pro- 
vision against insurable risks—sprinkler leakage, water damage, 
explosion, riot, and civil commotion, rain, hail, windstorm, 
cyclone, and tornado, earthquake, live stock, inland marine 
in its varied forms, miscellaneous liability, professional liabil- 
ity, aviation, steam boiler and machinery, burglary, theft, 
larceny, and robbery, plate glass, credit, land title, and fidel- 
ity and surety bonds. On account of the many changes still 
in process, the subject of social insurance has been purposely 
omitted. 
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The fact that the volume reflects the viewpoint of the insur- 
ance buyer should not render it the less useful to all in the 
insurance business outside the comparatively few who are im- 
mediately concerned with the task of determining premium 
rates. For it must be remembered that, with the exception of the 
actuarial experts, the main body of people, whether they are 
purchasing or selling insurance, are simply interested in the 
insurance policy as a legal contract—the measure of protection 
it affords and its cost. They have no particular interest in the 
mathematical formulae and tables by which the cost is deter- 
mined. Accordingly, while the basis of the premium charge is 
not ignored, the discussion is principally concerned with the 
analysis of the policy provisions for each of the various types of 
insurance—the rights and liabilities of the insurer and the in- 
sured—and an explanation of sundry clauses that may be 
appended to the policy in order to make it meet the particular 
requirements of the purchaser. In this connection it is im- 
portant, since insurance practice is not uniform in all states, to 
carefully investigate local practices in any specific case. In order 
to round out the discussion, several chapters are devoted to the 
managerial, financial, and legal aspects of the insurance business 
and to reinsurance practiced between companies. 

A set of new problems, based on actual experience in the 
insuraiice world, is published separately for classroom use and 
for those preparing for written examinations for insurance 
broker or insurance agent as conducted by several states. 

The author wishes to make grateful acknowledgment to the 
many officials and employees of insurance companies and rating 
bureaus who have given generous assistance in his preparation 
of the work. 


S. B. ACKERMAN 
REVISED PRINTING 


The reprinting of this book has given the author the oppor- 
tunity of incorporating additional material and many new de- 
velopments in the field of insurance to bring the book up to 
date. In some cases pages have been added in order to treat the 
subject adequately. So eee 
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CHATTER. 1 
FUNDAMENTAL PRINCIPLES 


Risks to Persons and Property.—The present economic 
structure is so organized that the uncertainties of life bear con- 
siderable consequence. The possibility that a catastrophe may 
occur unexpectedly and prevent the completion of plans and 
projects is of utmost importance to the individual interested. 
His daily life is fraught with the element of risk, the uncer- 
tainty of fortune, or the possibility of misfortune. He must be 
on his guard against calamities which he cannot foretell or 
avoid and which threaten to do him bodily or economic injury, 
or both. Such risks may be divided, accordingly, into two 
classes—risks to his person, and risks to his property. The im- 
portant risks to his person are: death, superannuation, accident, 
and sickness. Important risks to his property include: fire; 
marine, that is, losses due to transportation of goods; destruc- 
tion by human forces; destruction by natural forces, such as 
hail, windstorm, rain; and all forms of casualty, such as bur- 
glary or automobile property damage. 


Solving the Economic Problem of Risk—The economic 
problem of these risks may be solved in two ways. One is to 
reduce the risk as much as possible, and thus decrease the 
amount of possible losses. However, since certain types of eco- 
nomic catastrophes cannot be thus controlled completely, the 
reduction of the element of risk is possible only to a limited 
extent. The second and more important plan for alleviating the 
results of uncertainty is the use of insurance. Insurance dis- 
tributes the cost of the risk over a large group of individuals 
subject to the same risk, in order to reimburse the few who 
actually suffer from the risk. For example, a study of past 
statistics in a city of 2,000 houses, each valued at $10,000, may 
indicate that each year there are losses by fire amounting to 
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$10,000. Every owner, therefore, knows that some of the 
houses will be damaged by fire, and that it is possible that his 
house may be one of those that will be burnt. Theoretically, 
if each owner contributed $5 to a common fund annually, the 
risk would be covered and each owner would be freed from the 
fear of financial loss through fire. This principle of distributing 
risk is the basis of all insurance. 

Insurance is a social device whereby one party, the insurer 
or insurance company, agrees to meet certain stated risks in re- 
turn for a money consideration paid by a number of other 
parties, the insured. The money consideration is called the 
premium. A fire insurance company, for example, will, in con- 
sideration of the payment of a premium, issue a contract called 
a policy, in which the insurance company agrees to reimburse 
the insured fora fire loss but not in excess of the amount stated 
in the policy and with the provision that the loss occurs during 
the period for which the policy runs. 


General Considerations and Provisions.—There are certain 
elementary considerations, and also certain provisions found in 
many policies, which it is desirable to discuss before the various 
particular branches of insurance are explained. These general 
considerations and provisions are: 


1. Amount of possible loss 12. Standardization of practice 
2. Element of gambling 13. Subrogation 

3. Basis for determining amount 14. Notification of loss 

of property loss 15. Assignment of policy 

4. Basis for rate-making 16. Other insurance 

5. Merit rating 17. Contribution clause 

6. Deductible clauses 18. Bankruptcy clause 

7. Low rates versus high rates 19. Cancellation 

8. Expenses 20. Return of premium 

9. State supervision 21. Minimum premium 
10. Limitations of underwriting 22. Compulsory insurance 
11. Federal versus state control 


Amount of Possible Loss.—lIt is difficult to think of any 
action that does not involve the risk of loss or injury. Insur- 
ance, however, is not designed to protect against every risk. 


FUNDAMENTAL PRINCIPLES 5 


Suppose a man who uses eyeglasses finds it necessary to pay 
several times a year for repairs to his lenses. He may think that 
this is a risk that should be insured, and may be willing to pay 
a premium in advance to an insurance company for the latter’s 
undertaking to pay for a stated period for any repairs that may 
be needed. He knows that there is a possibility that his lenses 
may suffer no damage during that period. On the other hand, 
he also knows that the lenses may break and the insurance com- 
pany disburse to him much more than the amount of the 
premiums he paid. Nevertheless, insurance against this is not 
practicable. On the average, men who use eyeglasses pay 
scarcely $5 annually for repair to glasses. The possible loss 
from such risk is so small that the individual can carry it him- 
self without any difficulty. 

On the other hand, a man who owns a house never knows 
when his house may be burned and he may suffer serious finan- 
cial loss. Insurance is, therefore, needed in such a case since its 
purpose is to provide protection against losses which the in- 
dividual cannot personally bear. Insurance aims to protect 
against the large unexpected loss and not the small average loss 
which each person may reasonably expect. 


The Element of Gambling.—Since the purpose of insurance 
is to reimburse for loss, the contract to insure should be made 
only with one who is exposed to the risk. To extend insurance 
to one on property he does not own is to enter into a purely 
gambling contract with him—to bet as in a horse race—and 
generally from the point of view of law, gambling contracts are 
void. To secure a valid policy the insured must show that he 
would suffer a loss by virtue of his interest in the property 
insured. 


Basis for Determining the Amount of Property Loss.— 
Since the function of insurance is to reimburse the policyholder 
for a loss, any contract which provides that the insured will be 
paid an amount in excess of his loss is against public policy. 
Suppose a contract was issued providing for the payment of 
$1,000 to the owner of an automobile in case of theft. If the 
automobile was stolen and its value at the time was only $250, 
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it would not be proper to pay the insured $1,000. The usual 
basis of insurance for such a contingency is to compute the 
value at the time of the loss. 

There are, however, certain circumstances in which the 
amount of the future loss should be agreed upon in advance. 
Illustrations of such cases are insurance on collections of coins, 
paintings, and curios. A painting may have no definite market 
value, nevertheless the owner may consider it very valuable; 
the same may be true of coin and curio collections. With no 
definite market value, there might be no way to determine the 
financial loss. Under such circumstances, insurance companies 
and policyholders should agree on the valuation of the articles 
before the loss occurs. 


Basis for Rate-Making.—In order that the rates charged 
the insured may not be based upon conjecture, the insurance 
companies must have a sufficient number of risks to enable 
them to measure mathematically the chances of loss. They 
must base their estimations upon the law of average. Know- 
ing the average amount of loss for a given period of time in 
the past, the companies can determine the amount of money 
to collect to pay for future losses over a definite period. They 
must, naturally, be sure that their data are accurate. The 
question then arises whether the total amount to be paid for 
losses should be divided among the policyholders equally or 
whether the premium charge should depend upon other factors 
as well. In practice, the companies try to make the rate ap- 
proach a fair charge for the risk. This can be illustrated by 
the practice of making rates in many lines of insurance depend 
upon the territory in which the risk is located. Furthermore, 
in many lines all risks are classified into groups and different 
rates are charged for each group. In some lines risks are 
classified and each class is then considered individually. For 
example, in mercantile burglary insurance the class rates are 
subject to modification for the use of such devices as a burglar 
alarm system. As another illustration, life insurance rates 
are based upon age and may be modified according to the 
physical condition of the insured. 
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In theory, rates are made scientifically. But at least two 
factors militate against actual scientific accuracy : 


1. The number of risks and the experience available may 
be too limited to offer a basis for determining a scientific rate, 
and judgment must be exercised. 


2. The moral hazard is always present. There are indi- 
viduals who attempt to benefit at the expense of the insurance 
system, setting fire to their property and collecting their loss 
from the insurance companies; or by committing suicide in 
order that the beneficiaries of their life insurance policies might 
obtain the proceeds. Insurance companies are constantly try- 
ing to guard against people who know how to become in- 
volved in accidents. Any attempt to provide for this tendency 
in the rate is not only impossible but also against public policy. 


Merit Rating.—In order to interest the insured in the pre- 
vention of losses, class rates may be modified for individual 
risks. This method is really a form of reward and punishment. 
If the insured is lax in his interest, he will be forced to pay an 
increased premium. If, on the other hand, he tries to pre- 
vent losses, his reward will be a reduction in premium. Tllus- 
tration of this procedure can be found in fire and workmen’s 
compensation insurance. A manufacturer who insures his fac- 
tory against fire will be charged an increased rate if his place 
is untidy. On the other hand, if he introduces devices which 
will prevent fire or the spread of fire, he will be granted a 
reduction in rate. In compensation insurance, the loss ex- 
perience of employers is measured against the premiums they 
paid in the past. In general, an employer with a good expe- 
rience is charged a lower rate than an employer in the same 
line of business with an experience not so satisfactory. 


Deductible Clauses.—A question often discussed is whether 
the insurance company should pay for all losses regardless 
of size, or whether the liability should be limited to those 
larger losses which the insured cannot carry. Suppose a man 
buys an automobile and obtains insurance against damage due 
to collision with other objects. If he knows that the insurance 
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company will pay every petty claim, he may not try to avoid 
losses. On the other hand, if the policy does not provide pay- 
ment for small claims, he will probably be more careful. Fur- 
thermore, if the policy excludes payment of a certain amount 
of each loss, insurance can be offered at lower rates, and the 
insurance company is relieved of the settlement and investiga- 
tion of many claims. Two of the common methods used are: 


1. The insured is required to bear part of each loss. Prob- 
ably the most common illustration of this practice is the de- 
ductible clauses used in automobile collision insurance. A policy 
can be issued which provides that the insured should suffer the 
loss in each accident up to a certain amount. For example, sup- 
pose the policy was written with a $100 deductible clause and a 
loss amounting to $150 was sustained. The company’s liability 
is $50 and the insured must personally suffer a loss of $100. 

2. The insurance company agrees to pay only if the loss is in 
excess of a certain amount. An illustration of this practice 
is found in marine insurance, wherein the policies may pro- 
vide that the insurance company shall not pay small losses; for 
example, losses of less than three per cent of the total amount 
of insurance. In this case, however, if the amount exceeds three 
per cent, the company pays the entire loss. 


Low Rates Versus High Rates.—In many lines of insur- 
ance situations have developed requiring increased rates. If 
rates are constantly increased, the insured questions whether 
the cost is not too high as far as he is concerned; and under 
these circumstances the careful man is more liable to give up 
his insurance and the careless to continue it. If only the poorer 
risks remain insured, the rate will again be inadequate and will 
have to be increased. Realizing this situation, insurance com- 
panies aim to reduce rates by eliminating undesirable risks and 
by introducing devices whereby those who are insured will 
try to avoid such losses as are preventable. 


Expenses of Insurance Companies.—The premiums 
charged for insurance provide for the payment of losses and 


for the expenses and profits of the company. Important groups 
of expenses are: 
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1. Acquisition cost 

2. Office expenses 

3. Inspection of risks 

4. Investigation of claims 
5. Taxes 


The usual practice with regard to the percentages of the 
premium charged for expenses is to make no differentiation 
between a small and a large risk. For example, if one insured 
pays a premium of $500, and another $5,000, the percentage 
of the premiums charged for expenses is the same. A question 
arises as to whether this procedure is proper. Are the expenses 
of an insurance company a fixed proportion of the premium 
regardless of the size of the risk? There are many who believe 
that the percentages of expenses charged should vary inversely 
with the size of the risk. Such procedure would seem to follow 
a general law of business, namely, that of allowing the large 
purchaser a reduction on account of the lower cost of handling 
the business. 

The amount expended for commissions in acquiring busi- 
ness has been severely criticized. The objection raised is that 
since insurance is a necessity, why should commissions be paid? 
The answers to this objection are as follows: 


1. Few people will purchase insurance voluntarily; per- 
suasion is necessary. In fact, some insurance companies look 
with doubt on people who voluntarily ask for insurance. 

2. The business of insurance is complicated. Every in- 
sured should have an adviser who knows what policies will 
best meet his needs and how to obtain them at the lowest rate. 
This is expert service and should be properly compensated. 
The man who sells insurance should be not merely a salesman 
but also an expert adviser. 

One of the items of expense is the portion of the premium 
paid to the state for taxes. The various states have placed a 
tax on premiums. This tax, unlike the income tax, is not 
based on profit, as it must be paid regardless of profit made 
or loss suffered by the insurance company. Every time a 
premium is paid to the company a portion must be set aside 
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for the premium tax and the company naturally includes this 
charge in the premium rate. There seems to be little justifica- 
tion for this tax, although it is easily collectible. The tax 
virtually penalizes prudence. 


State Supervision.—Since the business of insurance affects 
every one and is therefore of public interest, it is subject to 
state regulation, which is tending to increase. This subject will 
be discussed further in the chapter on State Supervision. In 
general, laws have been passed which: 


1. Regulate the organization of insurance companies. 

2. Regulate representatives of insurance companies. 

3. Standardize policy forms. 

4. Regulate rates. 

5. Regulate reserves of insurance companies maintained 
against future liabilities to policyholders. 

6. Regulate investments which insurance companies may pur- 
chase. 


Limitation of Underwriting.—Broadly speaking, there are 
five branches of insurance, as follows: 


. Life insurance 

. Fire insurance 

. Marine insurance 

. Casualty insurance 

. Fidelity and surety bonds 


wn BK & ND 


As a general rule, no one company is permitted to write 
all of these branches of insurance. One company may write 
life insurance; another, casualty insurance; a third, fire in- 
surance. Fire insurance companies may write marine insur- 
ance, but are not usually permitted to write casualty insurance. 
Life insurance companies are not usually permitted to write 
fire, marine, or casualty insurance. In other words, limitation 
is frequently placed on the lines of insurance a company may 
write. However, in some states companies are not limited in 
the way described above. For example, life insurance com- 
panies are permitted to write accident insurance, which is a 
line written by casualty insurance companies; and fire insur- 
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ance companies are permitted to write automobile property 
damage insurance, which is a line written by casualty insur- 
ance companies. 

There is constant agitation to do away with these limi- 
tations and to permit every company to write all lines of in- 
surance. At the present time several companies, each writing 
different lines of insurance, are sometimes controlled by a 
single group of capitalists, a separate company being formed 
for life insurance, one for fire insurance, and one for casualty 
insurance. 


The “All Risk” Policy.—The practice of limiting the 
branches of insurance that companies may write has been 
further complicated by the appearance of an “all risk’’ policy, 
issued especially by companies which are not organized in the 
United States. It has long been recognized that it is cumber- 
some and expensive to issue different policies to cover each 
type of risk for an insured, and that this practice compels 
the insured to study and analyze a large number of contracts 
if he wishes to be certain that all the various risks for which 
he desires coverage are insured. These difficulties are elimi- 
nated by the practice of alien companies issuing a policy cover- 
ing in general various risks written by fire and casualty insur- 
ance companies. If American insurance companies are to com- 
pete with alien companies for this business, there must be a 
closer relationship especially between fire and casualty companies 
than there is at present. 


Federal versus State Control.—The larger insurance com- 
panies transact business in the various states. Nevertheless, 
each company must meet the statutory requirements of every 
state in which it operates. This would not be burdensome if 
all the states had uniform laws. While insurance laws of the 
various states have in general similar provisions, there are 
enough differences to cause great inconvenience to the insurance 
companies. Moreover, meeting the requirements of the vari- 
ous laws involves an appreciable expenditure of money. The 
contention is made that insurance companies, in order to be 
subject to uniform laws, should be under federal supervision 
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rather than state supervision. This, however, can hardly be 
accomplished, since the courts have decided that insurance is 
not interstate commerce and is not subject to federal super- 
vision. Although federal supervision might reduce expenses, 
it would have the following serious drawbacks: (1) harmful 
legislation would be far more serious if enacted by Congress 
than if enacted by a single state; (2) a centralized system could 
not properly handle situations which are purely local and do not 
involve any national problem. 


Standardization of Practice.—The practice of insurance 
companies in the past was to prepare policies with whatever 
provisions each desired. Rates were based upon competition 
among the various companies. Two evils resulted: (1) In 
many cases the wording of the policy was such that many 
policyholders who believed that they were protected against loss 
could not collect when the loss occurred. This resulted in 
numerous court actions. (2) Competition in rates in some 
lines of insurance proved disastrous. Some companies found 
that they had accepted risks for which the premium was inade- 
quate. The result was the inability to meet liabilities. 

Insurance rates must not be placed so low that losses can- 
not be met. Executives of insurance companies saw the evils, 
and voluntary organizations were formed in several lines to 
provide standard uniform policies and to place rates on an ade- 
quate basis. The result is that companies are more stable and 
the purchasers of insurance have greater confidence in them. 


Subrogation.—In many cases the insurance company pays 
the insured for losses for which third parties are liable. For 
example, if a man has his automobile insured against collision 
and collision occurs, the insurance company pays for the loss. 
The collision may have been due to the negligence of a third 
party. In such cases, if there had been no insurance, the in- 
sured would have sued the person responsible for the accident. 
If the insurance company pays the loss under the policy, the 
insurance company should be entitled to the right of the in- 
sured against the party responsible for the accident. Most 
policies provide that if another person is responsible for the 
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loss and the insurance company pays, the insurance company 
can be subrogated to the rights of the insured. In other words, 
the insurance company can demand reimbursement from the 
third party who is responsible for the loss. The company should 
be permitted to retain only the amount paid the insured, in- 
cluding disbursements, and any excess should be paid to the 
insured. 


Notification of the Loss.—Insurance companies require 
immediate notice of a loss. The purpose of this requirement 
is obvious. For example, suppose an insured claimed a loss 
due to fire and notification was not received until two months 
after the fire, the insurance company could make little or no 
investigation to determine the cause of the fire and the actual 
amount of the loss. The requirement of immediate notice of 
loss has been made to protect the rights of the insurance com- 
panies. This provision is usually interpreted to mean notice 
within a reasonable time after the loss. 


Assignment of Policy.—The policy contract is considered 
to be a personal contract between the insured and the insurance 
company. There is generally a provision in the policy which 
prohibits its assignment prior to loss without the consent of 
the insurance company. 


Other Insurance.—When a person insures his property, or 
property in which he has an interest, against loss, the contract 
generally prohibits him from having additional insurance in 
other companies without the consent of the various insurance ~ 
companies. The purpose of this clause is to prevent the insured 
from providing protection for his property in excess of the 
value of the property. 


Contribution Clause.—If property is insured and then ad- 
ditional insurance is taken in another company, the policy 
usually provides that any loss which occurs shall be divided be- 
tween the various insurance companies in proportion to the 
amount of insurance carried with each. Incidentally this clause, 
which is known as the “contribution clause,” provides that the 
distribution shall be made regardless of the solvency or insol- 
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vency of any of the insurance companies. For example, assume 
that an insured has the following fire policies covering his 


property: 


IN Insurance Gompanyrccerm nck tele sleet relelereyareer $ 5,000 
BslnsuranceGompanyps seri ec ire ee ete 3,000 
© Insurance’ Companyaa.cirecisieet steers eter tes tartetet tore 2,000 

Thotallinteihs cieverereties serkes ostcvone le seotevereter oy Steretoke takers $10,000 


The insured has suffered a loss of $1,000. Meanwhile the 
C Insurance Company has become insolvent. Nevertheless, the 
liability of Company A and Company B would be as follows: 


‘Lotaltinsurance.ss vane cover a coat oe eee eens $10,000 
A Insurance Company.......... .50 X $1,000 = $500 
B Insurance Company.......... .30 X $1,000 = $300 

$800 


Bankruptcy Clause.—Under policies which cover the legal 
liability of an insured, the insurance company is not liable for 
any judgment that cannot be enforced against the insured. 
For example, a man is insured against liability to others for 
damages. The damages have occurred and a judgment has 
been obtained against him. The insured, however, has be- 
come insolvent—the judgment against him is not enforceable. 
For this reason, the insurance company is not legally liable 
either, even though the policy covers liability to others. The 
company, however, is morally liable. Many policies make this 
clear in a clause required by statute, which states that the in- 
solvency of the insured does not affect the liability of the com- 
pany to pay any judgment recovered against the insured. 


Cancellation of Insurance.—Since the contract of insur- 
ance is generally written for a definite period, there is usually 
a provision permitting either one of the parties to cancel their 
agreement. In a few instances the right of cancellation is 
placed only in the hands of the insured, and in some cases this 
right is available only to the insurance company. 


Return of Premium.—In practice, the premium for a policy 
is usually payable in advance and covers a definite period of 
time. If the policy is cancelled before the end of the period 
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provided, the question arises whether any return of premium 
should be made by the insurance company. The insurance com- 
pany was liable from the very first day to pay any loss, and 
the contention might be made that once it has assumed liability 
there should be no return of premium. If this practice were 
carried out, there would be a great dissatisfaction on the part 
of the insured, who paid the premium to cover his risk for a 
definite period. Therefore, a provision is usually made for a 
return premium in case the policy is cancelled either at the 
request of the insurance company or of the insured. 


Minimum Premium.—The size of the premiums paid by 
the insured under many policies covering property loss, de- 
pends upon a number of varying factors. For example, in 
compensation insurance the premium depends upon the total 
payroll expenditures of the insured during any policy year. 
Suppose an employer is required to pay a rate of 25 cents for 
each $100 of payroll for his workmen’s compensation insurance 
policy, and also that his total payroll for the year is $500. 
This would mean that his premium is $1.25. As explained 
previously, this premium acts as a contribution to the payment 
of loss and of expenses. Obviously, the insurance company’s 
expense in connection with the policy is greater than $1.25. In 
view of this there is a requirement inserted in some policies that 
where the premium depends upon varying factors a minimum 
premium must be paid. There are diverse criticisms of the 
method by which the amount of this premium has been deter- 
mined. Many contend that the policyholder paying a minimum 
premium receives more than his just share and that the min- 
imum premium paid should be much higher. Others contend 
that, as a group, policyholders paying minimum premiums pro- 
duce a profit for the insurance company. 


Compulsory Insurance.—There is a tendency to require 
individuals who expose others to injuries to purchase insur- 
ance against such risks. An example of this tendency is the 
requirement imposed upon employers in various states to pur- 
chase workmen’s compensation insurance. Another example 
is the requirement of some states that those who operate public 
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vehicles should purchase insurance protecting the public against 
loss due to accidents. These various laws have not been in 
force long enough to know all the effects of such legislation. 
It is certain, however, that if a compulsory law is properly en- 
forced, those who suffer injury will, under ordinary circum- 
stances, be paid if they are entitled to payment. No longer 
need the injured be concerned with the financial standing of 
the one who is liable for the accident. An insurance company 
will step in and pay the loss. 

The statement has been made that compulsory insurance 
will lower the rates. This is based on the assumption that the 
larger volume of risks will surely be profitable. It has not 
worked out so in workmen’s compensation insurance. In fact, 
rates have increased. This is due to: (1) the acts of the legis- 
lature constantly increasing benefits allowed to workmen; (2) 
lack of interest shown by many employers in the prevention of 
accidents ; and (3) liberal attitude on the part of public officials 
deciding workmen’s compensation cases. 

Increase in the number insured will not necessarily decrease 
rates. In fact, the new policyholders may be very undesirable. 
Reduction in rates depends more upon the carefulness of the 
insured than the number of insured. 


CHAPTER 2 
THE VALUE OF INSURANCE 


Two Methods of Insuring Against Risks.—As_ stated 
previously, the primary purpose of insurance is to eliminate a 
risk which may cause a loss that an individual cannot bear 
alone. There are two methods of handling the risk of uncertain 
losses : self-insurance and regular insurance. Anyone who uses 
the method of self-insurance sets aside a fund annually to meet 
the contingencies of possible losses, such as fire and any other 
hazard for which insurance is usually provided. The principal 
advantage of this method is that if no losses occur, or if small 
losses occur, the amount set aside may not be required, or a 
part of it may not be required. 

The second method, and the method commonly used, is in- 
surance. Although the various forms of insurance differ in 
their purposes, they all render practically the same benefits. 
The benefits rendered by insurance are many and are briefly 
discussed in the pages following. 


Definite Sum Available for Uncertain Losses.—If an em- 
ployer is a self-insurer, there is a possibility that a loss may 
occur before a sufficient reserve has been created. Under the 
system of insurance, however, for the consideration of a pre- 
mium the insurance company is ready at all times to pay a loss 
for which it may be liable under the policy. In other words, 
the insured eliminates the danger of large uncertain losses by 
voluntarily assuming a small certain loss—the premium. 


Certainty Substituted for Uncertainty.—If an insurance 
company limited its fire risk to one or two buildings, such 
a company would not be practicing the business of insurance, 
but would rather be engaged in gambling. Such procedure 
would be similar to that of two individuals entering into a 
wager whether or not a certain person would or would not die 
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in the following year. To limit the business to one or two 
risks would prevent the insurance company from making rates 
based upon scientific observations. However, by accepting 
risks on a sufficiently large number of properties, insurance 
companies are able to forecast scientifically the cost of carrying 
all the risks. Although the companies may be uncertain as 
to the probability of loss on one of the risks, they are prac- 
tically certain as to the cost of covering all the buildings against 
fire. They accept small contributions from the majority, who 
will not sustain any loss, for the relief of the few, who will 
suffer losses. 


Equitable Distribution of Cost of Losses.—Insurance 
effects an equitable distribution of the cost of losses. Each 
risk presents its own problem, and in order to levy a just charge 
the insurance companies must study this risk in connection with 
similar risks. Many individuals are unable to analyze properly 
the insurable hazards in their own and in similar businesses. 
The insurance companies, on the other hand, have built up a 
large and well-organized system for the proper determination 
of premium charges; and thus they make possible, not only 
the transfer of losses to a central organization for a small 
premium, but also, by means of the premiums, an equitable 
measurement of the hazards that are connected with a particu- 
lar risk. 


Worry Eliminated.—Insurance eliminates worry. If the 
institution of insurance had not been developed many under- 
takings which are assumed at the present time by business 
men would not be consummated. For example, a merchant 
may have occasion to send his cargo to a foreign country. He 
fears that if the ship sinks or is damaged, a severe loss may 
be incurred. However, if he carries marine insurance, the fear 
is eliminated, and he is prepared to take the chance that he 
would not take without the protection of insurance. Further- 
more, insurance aids in expanding business already established. 
If a business'man is freed from worry by insurance, he is more 
inclined to invest or borrow additional capital for building up a 
large business. For example, he might fear that if he erected a 
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new structure his capital investment might be lost by fire or 
some other contingency. Insurance gives him protection and 
confidence against all such contingencies. 


Factor in Credit Granting.—Insurance extends the basis 
of credit. The entire system of business is made possible by 
the extension of credit. Practically every transaction at the 
present time is conducted on a credit basis, and relatively very 
little cash is used. Since credit is so essential in modern busi- 
ness, any venture which tends to further the extension of credit 
is of great importance. Practically all forms of insurance con- 
tribute to the important service of credit extension. To illus- 
trate this statement, examples can be taken from the fields of 
fire insurance, marine insurance, life insurance, and credit 
insurance. 

Suppose a manufacturer desires to obtain credit from his 
bank. One of the important questions asked by the bank is 
whether he has insurance to protect him in case of a fire loss. 
If he has no insurance, or an insufficient amount, he may, in 
case of fire, find himself unable to pay the loans the bank has 
extended to him. Therefore, the bank requires that the de- 
positor should have a sufficient amount of fire insurance in 
order to protect its loans. 

In financing foreign contracts, marine insurance is a very 
important factor. Foreign transactions usually involve the 
use of three documents, a draft, a bill of lading, and a marine 
insurance certificate covering goods described by the bill of 
lading. This marine insurance certificate may be given to a 
bank in connection with the draft sold to the bank. In case 
of the loss of the commodity, the credit extended by the bank 
is protected by the marine insurance certificate issued by the 
insurance company, covering against the marine loss. 


The uses of life insurance as a basis for credit are many 
and varied. Frequently a bank requires that a depositor assign 
his life insurance policy to the bank in connection with the 
granting of a loan. Furthermore, many large corporations pro- 
tect themselves against loss of credit standing, due to the pos- 
sible death of an important member of the corporation, by pur- 
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chasing an amount of life insurance believed to be financially 
equivalent to the officer’s value to the corporation. Again, 
in times of business depression, when money may be difficult to 
obtain, the life insurance company is ready to make loans upon 
the life insurance policy at advantageous rates to the policy- 
holder. 

Life insurance, fire insurance, and marine insurance are 
primarily beneficial to the credit standing of the individual. 

Another form of insurance which aims to stabilize credit 
in general is credit insurance. Many business men have been 
forced into bankruptcy through unwise credit extension or 
failure of customers in time of economic depression. One of 
the purposes of credit insurance is to protect the business man 
against any credit losses above the amount that he usually suf- 
fers annually in his business. 


Thrift Promoted.—Insurance encourages thrift. The usual 
method to encourage thrift is to open a savings bank account. 
However, a savings bank account has several disadvantages. 
These are as follows: (1) Premature death may prevent the 
individual from saving sufficient money to protect his depend- 
ents, if that is his aim. (2) There is a tendency to withdraw 
the money and often to use it for purposes of luxury. These 
two difficulties are overcome by the use of life insurance. 

To illustrate this, assume a man desires $10,000 to pro- 
tect his dependents and can save only in small sums. By pay- 
ing a small amount annually to an insurance company, he can 
obtain a policy for the desired amount, which will be paid to 
his dependents, although his death may occur prematurely and 
before he could have saved $10,000 in his bank. 

If he were to give up his policy prior to maturity he would 
receive a return of a certain amount of premium, an amount 
less than that which he had paid. The individual’s reaction 
is that he does not want to lose any money paid by him, and 
he, therefore, continues paying on his policy. 

Life insurance not only encourages thrift but may be said 
to be a form of compulsory saving. The reason for this is 
that each year the policyholder receives a notice concerning the 
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date the premium is due. He knows that he would suffer a 
loss if he permitted his policy to lapse. 


Form of Investment.—Certain types of insurance provide 
a good investment. Life insurance, for example, may be pur- 
chased not merely as protection, but also as an investment. 
This is especially true of the endowment life insurance policy, 
which offers a safe investment and pays a fair rate of interest. 


Life and Property Conserved.—Another advantage of in- 
surance is that it conserves life and property. As the business 
of insurance grew, the insurance companies came to realize 
that the payment of loss was not the only element that had to 
be considered. Prevention of property losses and conserva- 
tion of human life have become a dominant note in their 
aims. The tendency is to make the public realize that a prema- 
ture death which could have been prevented, or a loss of prop- 
erty which was unnecessary, although compensated for by in- 
surance, is nevertheless an economic loss to society. The idea 
of prevention of losses is not to eliminate the function of 
insurance companies but to reduce the premium rate as much 
as is consistent with solvency of the insurance company. With- 
out prevention of loss the cost of insurance might grow so 
high that many would not purchase insurance protection. 

To carry out the campaign of prevention, the insurance 
companies operate various services in practically every line 
of insurance that is written. For example, fire insurance com- 
panies maintain an inspection service which inspects the in- 
sured’s premises and offers him valuable advice relating to fire 
prevention. Furthermore, they maintain organizations to edu- 
cate the public in regard to fire prevention. Companies writ- 
ing workmen’s compensation insurance make frequent inspec- 
tions of the insured’s premises in order to see that machines 
have proper guards and that physical conditions are such that 
accidents will be reduced to a minimum. Companies writing 
automobile insurance inspect automobiles and make contribu- 
tions to safety prevention organizations which aim to reduce 
automobile accidents. 

The best illustration of prevention work can be shown in the 
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field of life insurance. Some companies maintain extensive 
medical and nursing service through which they attempt to 
reduce death and prevent sickness. Many life insurance com- 
panies provide for medical examination of policyholders at 
stated intervals of time. 


Dependency Eliminated.—Insurance relieves the com- 
munity from the necessity of caring for dependents in many 
cases. One individual may be killed by an automobile accident ; 
another may be injured while working in a factory; a third may 
die prematurely. In each case the dependents may be reduced 
to poverty. However, if insurance protection has been pur- 
chased, the dependents will be provided with funds whereby 
they may take care of themselves. 


Form of Old-Age Pension.—Old-age pensions are made 
available by means of insurance. Many individuals know that 
when they reach old age they will be unable to support them- 
selves. If they do not provide themselves earlier in life with 
sufficient sums to take care of their old age they may become 
objects of charity. They may in their younger days invest 
certain sums with an insurance company annually, so that in 
their old age the insurance company will provide them with 
sufficient income for comfortable living. A life insurance com- 
pany will issue a policy contract with two alternatives: either, in 
case of premature death of the policyholder, to provide pro- 
tection for his dependents; or, if he survives to old age and 
the protection of dependents is no longer important, to give 
him a pension as long as he lives. 


Guardian of Beneficiaries.—Insurance acts as a guardian 
of beneficiaries. Many beneficiaries under life insurance poli- 
cies cannot properly care for the full sum of the insurance. 
The life insurance companies recognize this; and in many 
policies there is a provision requiring payment to the beneficiary 
of an annuity over a period of years instead of placing the 
principal sum in his hands all at one time. 


Education Furthered.—General education is promoted by 
insurance. The insurance companies have come to realize that 
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they are charged with a public interest. They realize that they 
must educate the general public. Some of the important edu- 
cational activities are as follows: 


1. Preparation of a safety course against accidents due to 
automobiles, which can be used by schools. 

2. Preparation of moving pictures, the purpose of which is 
the prevention of fire losses. 

3. Participation in public health campaigns to teach people 
how to prevent and eliminate diseases. 

4. Participation in maintenance of museums for the exhi- 
bition of safety devices. 


Economic Development Promoted.—Insurance aids mate- 
rially the economic development of the country. Insurance com- 
panies have set up vast reserves to meet future liabilities, and 
these liabilities must be met from the funds accumulated by 
them. The insurance companies have sought such investments 
as would be safe and yield a fair interest return. Large in- 
vestments have been made by the companies in railroad securi- 
ties, government securities, and real estate mortgages. These 
investments have without doubt helped the prosperity of this 
country. 


CHAT TERS 
LIFE INSURANCE 


Needs for Life Insurance.—Life insurance was one of the 
earliest branches of insurance to be developed for the reason 
that it helps the continuity of the family life of civilized men. It 
meets, as far as the family is concerned, the following impor- 
tant needs: 


1. Provision for dependents after death. 

2. Protection of the homestead. 

3. Education of children. 

4, Provision for expense in connection with death. 


As long as the head of the family is living he can ordinarily 
support his family. It is very natural that during his life he 
should consider ways and means to prevent them from suffering 
financially after his death. For example, he may own a home 
upon which there is a mortgage; in case he should die, there 
might be no income with which to meet the mortgage payments 
and interest, in which event the family would lose its home. 
This can be avoided by a life insurance policy. 

Another consideration is the cost of children’s higher educa- 
tion. Generally a father meets such expenses by savings from 
his regular income. He should, therefore, during the early 
years of the life of his children, begin planning for their edu- 
cation and providing the necessary funds. There is always the 
possibility that the father may die before he has saved enough 
to provide for the higher education of his children. To meet 
this situation, life insurance companies offer fathers a policy on 
the lives of themselves or their children, payable at the age 
when the expense of the children’s education should begin. 

Illness prior to death, the circumstances of death itself, and 
its consequences give rise, as a rule, to many heavy expenses. 
The cost of doctors, nurses, burial, charges for administration 
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of the estate, and state and federal taxes materially diminish 
the principal of the estate. This contingency may be avoided by 
life insurance payable in a lump sum at death. 

Though life insurance arose chiefly in response to the needs 
of family life, it answers two other great needs also: (1) the 
needs of the individual in old age; (2) the needs of business. 


Needs of the Individual in Old Age.—The fact is well 
known that as man grows older, his economic value to society 
usually decreases. Men over 60 generally find it rather difficult 
to obtain positions in the business world. One way of looking 
upon this problem is to count upon the amount of money that 
has been accumulated. Another way to meet it is to buy life 
insurance which will mature when the insured reaches the age 
of 60 or 65. This form of life insurance provides either that 
the life insurance company will pay the individual policyholder 
the face of the policy at the time agreed upon, or that at his 
option it will pay him a pension as long as he lives. The amount 
of the pension to be paid will depend upon the amount of the 
insurance that has matured. If the insured desires, the policy 
can be so written that part of the principal sum is payable as a 
pension to the insured and the balance is payable upon his death 
to his beneficiary. 


The Needs of Business.—The largest policies that have 
been written have been issued in connection with business needs. 
The principal business needs that life insurance can meet are 
the requirements of: (1) partners, (2) corporations, and (3) 
charity. 

Assume that there are two men who have formed a part- 
nership. They have a combined capital of $50,000, each one 
having contributed an equal share. Upon the death of one of 
the partners, the representatives of his estate may demand that 
his share should be paid over to the estate. The surviving part- 
ner may find it necessary either to wind up the business, which 
would be very unfortunate if the business is profitable, or to 
obtain another partner, solely to supply financial aid. This dif- 
ficulty can be avoided by the use of life insurance. If the part- 
ners pay for life insurance policies representing the interest in 
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the business payable to each surviving partner, the situation can 
be met. Upon the death of either partner the amount of the face 
of the policy is paid to the surviving partner, who in turn pays 
the share of the assets of the partnership to the estate of the 
deceased partner. A similar plan is also used in many corpora- 
tions which are owned by a few stockholders. 

Many corporations depend for their success upon a single 
employee. The death of such an individual would mean a large 
loss to the corporation. A number of corporations have at- 
tempted to estimate the capital value of such individuals to the 
corporation, and have purchased life insurance for the amount 
of that value. Upon the death of such an individual the cor- 
poration suffers no material loss, as it is compensated in in- 
surance for the loss of his services. 

Men have a tendency to make contributions to charity funds 
by means of life insurance. The policy is made payable to any 
designated charity, the premiums are paid by the donor, and 
upon his death the principal sum is paid to the charity. Thus 
the charitable purpose is effected without touching the capital 
of the donor’s estate. 


Types of Life Insurance Policies.—Generally life insur- 
ance policies are issued after a physical examination; and the 
premium, quoted on the basis of $1,000 of insurance, is paid 
annually or at more frequent intervals. To meet the require- 
ments of the great mass of individuals who purchase life insur- 
ance, the insurance companies have developed policies of vari- 
ous types. Of these the most important are: 

Term Policy 

Ordinary Life Policy 

Limited Payment Life Policy 
Endowment Policy 


Although the rates for these types differ, they have the 
same mathematical basis and are designed to meet the cost of 
the benefits offered. 


Term Policy.—A man of small financial means desires to 
protect his dependents by life insurance. Or he may be tem- 
porarily under obligation to pay a sum of money and he does 
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not want his family to be burdened with the obligation in case 
he dies before it is discharged. Term insurance is suitable for 
such cases. 

A term policy is a contract in which the insured agrees to pay 
annual premiums for a certain limited period of time, provided 
he is alive, and the insurance company agrees to pay the prin- 
cipal sum stated in the policy to the beneficiary, provided death 
occurs within the limited time. If the premium is paid at inter- 
vals less than a year, that is, semi-annually, quarterly, or 
monthly, an extra charge is made. This also applies to the other 
types of policies. 

A term policy can be illustrated as follows. An individual 
purchases a five-year term policy for $5,000. In order that the 
beneficiary might collect, the insured must die within the five- 
year period. If he lives beyond that time, the insurance is no 
longer in force, as he has received all the benefits to which he 
was entitled under his term policy. Such a policy can include a 
provision for renewal at the end of the term, or for conversion 
into other types of life insurance. 


Considerations in Purchasing Term Insurance.—The con- 
siderations in connection with the purchase of term insurance 
are as follows: 


1. The immediate annual cost is lower than that of any 
other type of life insurance. 

2, A temporary requirement is met. 

3. If the insured survives the period for which the policy 
was written, there may be some dissatisfaction because he no 
longer has any protection. There may be difficulty in explain- 
ing to him that he has received all the benefits to which he was 
entitled under his policy. 

4, Since rates for life insurance depend upon the age of 
the individual, if at the expiration of a term policy the holder 
desires another term policy, he will have to pay a higher rate. 

5. Since this form of insurance can be purchased at a very 
low rate, there is the danger that risks of poor moral hazard 
are tempted to purchase it. The insurance companies avoid 
this situation, which is known as adverse selection, by care- 
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fully limiting the amount of insurance that they will sell to an 
individual under this plan. 

6. If the term policy is written without the privilege of 
renewal or without the privilege of one of the other three types, 
except by a new medical examination, the policyholder may not 
be able to secure new insurance at the expiration of the term. 
The new examination may reveal that he is no longer an insur- 
able risk, for proper physical condition is a prerequisite for the 
issuance of a life insurance policy. Thus he may no longer be 
able to use the institution of life insurance as a protection for 
his dependents. 

Table 1 on page 32 illustrates the annual five-year convert- 
ible term premiums for $1,000 insurance at various ages used 
by a participating company (that is, a company which pays divi- 
dends) and a non-participating company. 


Ordinary Life Policy.—lf an individual has a steady earn- 
ing power which can be expected to continue throughout life, he 
may not be satisfied with term insurance, but may provide 
himself with an ordinary life insurance policy. 

An ordinary life insurance policy is a contract in which the 
insured agrees to pay premiums at equal intervals of time dur- 
ing his entire lifetime, and the insurance company agrees to pay 
the face of the policy at any time upon the death of the insured. 
The considerations in connection with the purchase of the whole 
life policy are: 


1. It can be purchased at the lowest premium for whole life 
protection. 

2. If the insured desires to terminate or lapse his policy, he 
is entitled to certain privileges from the insurance company. 
These privileges are either to surrender his policy and receive a 
cash refund, or to receive a paid-up policy for a smaller amount 
and pay no further premiums, or to receive a term policy for 
the full amount for a definite period of time. 

3. The insured must pay throughout life. If in later years 
he loses in economic value to society, he may find it difficult to 
meet the premiums, and therefore be compelled to lapse his 
policy. The life insurance companies have recognized the gen- 
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eral economic truth of the individual’s decreased value to so- 
ciety, and have provided methods to avoid consequent loss of 
protection. One of the methods is to use the privilege of 
paid-up insurance. 

4. The premium is higher than that of the term insurance 
policy. Table 1 shows the cost of a $1,000 insurance policy 
under the ordinary life plan and the term insurance plan. 


Limited Payment Life Policy—A man may desire to avoid 
paying premiums in the later years of life and yet desire to 
protect his dependents at any time upon his death. This can be 
accomplished by the purchase of a limited payment life policy. 

Under a limited payment life policy the insured agrees to pay 
premiums for a definite number of years provided he is alive, 
and the insurance company agrees to pay the beneficiary the 
principal sum upon the death of the insured. For example, un- 
der the 20-payment life plan the policyholder pays premiums for 
20 years and then makes no further payments. Whether he dies 
before the 20 years have elapsed, or after, his beneficiary re- 
ceives the principal sum. The following should be considered 
when purchasing the limited payment life policy: 


1. Payment may be adjusted to the most productive period 
of life. 

2. More liberal privileges are granted under this form than 
under the ordinary life insurance policy, for the obvious reason 
that premiums are higher for the same amount of protection. 
In view of this fact, if the insured desires to surrender his 
policy, the insurance company is able to offer a higher cash sur- 
render value, a larger paid-up insurance policy, or a longer term 
insurance policy, than for an ordinary life insurance policy car- 
ried for the same period. 

3. Since the premium is higher, less insurance can be pur- 
chased under this plan than under either term insurance or 
ordinary life insurance. 

4. If the insured dies at any time prior to the due date of 
the last premium, he will, in effect, have paid more for the same 
amount of protection than he would have paid under ordinary 
life insurance or term insurance. 
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A table showing the annual premiums for a five-year con- 
vertible term policy, an ordinary life policy, and a limited pay- 
ment life policy, at various ages, is given on page 32. 


Endowment Policy.—Even if a man has no dependents, he 
may be interested in an endowment policy. The premium is 
payable for a limited number of years, for example, 20 years. 
If the insured lives to the maturity date, the insurance company 
pays him the amount of the face of the policy; if he dies before 
that time, the insurance company pays the amount to the bene- 
ficiary named in the policy. 

In purchasing this form of policy, the following should be 
considered : 


1. The principal sum is paid during the life of the insured 
if he is alive at the end of the policy period. 

2. Since the principal sum is payable during the lifetime, the 
premium of such insurance is higher than term, ordinary life, 
or limited payment life policies. 

3. In view of the higher premium, the insured may limit the 
amount of insurance. He can purchase more insurance (for the 
same amount of money) under the term, ordinary life, or lim- 
ited payment plan than under the endowment plan. 

4. Though life insurance has always stressed the idea of 
protection of dependents, under the endowment form of policy 
the theory that life insurance is purchased for the protection of 
dependents is subordinated and the investment feature is 
stressed. 

5. The insurance company can offer more liberal privileges 
than under an ordinary life or under a limited payment life 
policy written for the same period of time, as the annual pre- 
mium is highest for the endowment policy. 

Table 1 on page 32 shows annual premiums for a 20-year 
endowment policy at various ages. 


Variations of the Four Policy Forms.—To meet special 
needs, the four policy forms are issued with many variations. 
Some of these variations are: 

1. Modified life 3. Family maintenance 
2. Family income 4. Joint life 
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1. Mopiriep Lirze.—A variation of the ordinary life policy 
is found in the modified life policy, designed for the man 
who is temporarily unable to pay the premium for an ordinary 
life policy. The annual premium for a limited period, for ex- 
ample, the first five years, is generally one-half the annual rate 
that must be paid after the five-year period. This temporary re- 
duction is offset by a somewhat higher permanent rate than the 
insured would have paid for ordinary life at the beginning of 
his insurance. A variation of this form provides that the first 
year’s premium is the lowest, and each premium thereafter in- 
creases until a specified time, after which the premium remains 
the same. 


2. Famity INcome.—The need for a policy giving addi- 
tional protection during the period of heaviest family responsi- 
bility resulted in the development of the family income policy. 
To illustrate this form, assume the case of a man who has a 
wife and three children. Desiring to provide substantial in- 
come protection in event of his death before the children are 
self-supporting, he purchases a family income policy on the 
20-year plan for $10,000 on January 1, 1938. Should he die 
at any time prior to January 1, 1958, his wife will receive a 
monthly income until January 1, 1958, and on that date receive 
$10,000 in a lump sum. If his death occurs after January 1, 
1958, his beneficiary will receive the face value only, or $10,000. 
This plan is, therefore, a combination of decreasing term and 
ordinary life insurance. 


3. FAMILY MAINTENANCE.—This policy is similar to the 
family income policy. However, it does not contain the decreas- 
ing term insurance feature of the family income policy. The 
contract provides for payment on the death of the insured of 
an income for a fixed period, if he dies within the stipulated 
term, with a payment of a fixed amount when the income period 
terminates. The difference between the two policies is that 
whereas the amount of insurance available in the family income 
policy to purchase an income decreases from the date of issue 
of the policy, the family maintenance policy is effective for 
the full amount of the term insurance to purchase an income 
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if the insured dies within the term. If an insured purchased 
a family income policy with payments for 20 years and a family 
maintenance policy with payments for 20 years on the same 
day, if the insured lived, for example, for 15 years after the 
policies were issued, payments for five years would be paid to 
the beneficiary under the family income policy and subsequently 
the face amount of the policy. Under the family maintenance 
policy, payments would be made for 20 years after the death 
of the insured and the face amount stated in the policy would 
then be paid to the beneficiary. However, if the insured died 
25 years after the issuance of the policies, the beneficiary would 
only receive the face amount of the policy under both policies. 


4, Joint Lirr.—Members of a partnership may desire to 
insure each other in order to provide the survivor with a suffi- 
cient sum to buy the interest of the deceased partner. This can 
be accomplished by purchasing individual policies on each part- 
ner’s life. Another method that can be used is to purchase 
a joint life insurance policy, which provides for payment to 
the survivor on the death of one of the partners. The premium 
is less than the premiums for two individual policies. The in- 
surance ceases on the life of the survivor, however, upon the 
death of one of the joint insurees. 
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Single Premium Plan.—Premiums for the various poli- 
cies discussed in the above table are quoted on an annual pre- 
mium basis. There is another and older method than the annual 
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premium plan, called the “single premium plan,” in accordance 
with which the premium is paid in one lump sum to the life 
insurance company. The considerations, pro and con, in con- 
nection with this plan, are as follows: 


1. Paying the whole premium at once, the purchaser knows 
the cost of the insurance in advance. 

2. He does not have to fear that his policy will be lapsed 
because he no longer is able to meet his premium payments. 

3. He can surrender the policy and receive a return of the 
cash surrender value which after a few years is larger than the 
original premium paid, or he can use the policy as collateral in 
connection with any bank loans that he desires to make. 

4. This form of policy is very limited in appeal since only 
the wealthy can purchase adequate amounts. 

5. The amount of insurance that can be so purchased is lim- 
ited if the premium is paid from capital funds instead of in- 
come. 

6. If the insured should live a long period of years, there 
is a possibility that the estate would have benefited more if the 
money had been invested. 


At present, only a small proportion of life insurance con- 
tracts is purchased on the single premium plan. 


Analysis of the Policy.—The life insurance policy can be 
divided into four sections: (1) general information, (2) rights 
of the policyholder, (3) restrictions, and (4) additional cov- 
erages. 


1. General Information.—Under this heading are stated the 
amount of insurance; the name of the beneficiary; the age of 
the insured ; the amount of the premium; how, when, and where 
the premium is payable; and the effective date. 

2. Rights of Policyholders.—These are: 

(a) Grace period 

(b) Beneficiary 

(c) Incontestability 

(d) Reinstatement 

(e) Non-forfeiture values 
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(£) Automatic premium loan 
(g) Loan privileges 

(h) Dividends 

(i) Optional modes of settlement 


(a) Grace Pertop.—If the insured is unable to pay his pre- 
mium when due, he is entitled to a grace period, usually one 
month, before the policy is lapsed. 


(b) Benerictary.—lf the insured has reserved the right 
to change his beneficiary, the insured may change his ben- 
eficiary by notifying the insurance company of this fact. The 
insurance company will send him a blank to sign, which he must 
return together with the policy. The latter is then endorsed 
with the name of the new beneficiary. 


(c) INCONTESTABILITY.—The policies of some companies 
are incontestable after one year, others after two years, ex- 
cept for non-payment of premium. 


(d) REINSTATEMENT.—TIf the policy has been lapsed, the 
contract may be reinstated upon evidence satisfactory to the 
company that the former policyholder is a desirable risk. The 
company may require that the insured present a certificate of 
medical examination from a doctor selected by the company. 


(e) NON-FORFEITURE VALUES.—An examination of the 
reserve tables shown on page 73 for ordinary life, limited pay- 
ment, and endowment policies will disclose that the reserve held 
by the company increases with the number of years the policy is 
in force. Suppose the insured desires to cease payments on his 
policy. The life insurance companies are required to recognize 
that each insured has an interest in the reserve. At the present 
time, if the insured decides to cease payments on his policy, the 
companies are required by law to extend certain privileges to 
the insured for amounts stated in the policy. These are known 
as non-forfeiture privileges and are as follows: 


1. Cash Surrender. The insurance company is required to 
return to the insured, if he decides to give up his policy, a por- 
tion of the reserve depending upon the number of years that he 
has owned his policy. As a general rule, he is not entitled to any 
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cash surrender at the end of the first or second year. This is 
due to the heavy expenditures required in connection with the 
writing of new business. For a number of years after the 
policy is in force, the amount he can receive is not the full re- 
serve value but the reserve value reduced by a surrender charge. 
The reasons for making a surrender charge are: 

(a) The insured who withdraws deprives the remaining 
policyholders of an amount equal to the share in the expenses 
that his premium contribution would have paid. 

(b) The tendency is for healthy persons to exercise the cash 
surrender privilege. Anyone who believes he may not be able 
to obtain new insurance will not readily take his cash surrender 
value. Since the reserve is based upon average lives and not on 
adverse selection, a surrender charge is made. After a number 
of years have elapsed, the insured is paid the full share of the 
reserve set aside in connection with this policy. 


2. Extended Insurance. If the insured does not desire the 
cash surrender value under his policy, he can use this surrender 
value to obtain from the life insurance company a term insur- 
ance policy for the same principal sum as his original policy. 
If the insured should die within this period the face amount of 
the policy is paid to the beneficiary. If the insured lives beyond 
the term, the beneficiary, of course, does not collect. 


3. Paid-up Insurance. Should the insured desire permanent 
insurance without the payment of further premiums, the insur- 
ance company will retain the cash surrender value and give the 
insured a paid-up policy. Since no further premiums are paid 
by the insured, the amount of insurance provided by the paid-up 
policy is less than the original policy. 

On term insurance policies there are no non- forfeiture privi- 
leges. However, some companies allow the insured to use the 
equity, if any, to purchase other forms of insurance. 

Tables 2 to 4 show the surrender value, extended insurance, 
and paid-up insurance value on an ordinary life policy, a 20- 
year payment life policy, and a 20-year endowment policy, for 
$1,000, as given by a non-participating and a participating 
company. 
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(f) Automatic Premium Loan.—To avoid lapse of an 
insurance policy by default on premium after the grace period, 
an automatic premium loan clause may permit the use of the 
cash surrender value as an automatic loan. The policy is thereby 
kept in force until the withdrawals made to pay the premium 
plus interest equal the cash surrender value. 

This privilege avoids the need for reinstatement with proof 
of insurability, until the cash surrender value is entirely ex- 
hausted. 

(¢) Loan Privitece.—One of the privileges of the policy 
provides that the insured is entitled to a loan from the insurance 
company up to the amount of his cash surrender value. An 
interest charge is made by the insurance carrier for this loan. 
Before the loan is made, the policyholder may be required to 
submit his policy to the company and have an endorsement made 
on it indicating that a loan has been made and the policy is 
then returned to him. When an insured makes a loan or his 
policy, the policy remains in force, provided he pays the p: ni- 
ums and interest charges. In case of death, the principal sum 
is paid minus the loan adjusted for interest accrued or prepaid. 

For example, suppose an insured owned a $5,000 policy and 
makes a loan of $500. In case of death the beneficiary would 
receive $4,500 subject to adjustment for interest charges. Pro- 
tection against this deduction can be obtained by purchasing 
term insurance covering the amount of the loan. 

(h) Divipenps.—In making rates, three essential elements 
will be considered: (1) mortality rate, (2) interest rate, and 
(3) expenses. 

The mortality experience, as developed, is usually more 
favorable than expected. This is probably due to the following 
factors: 

1. Improved standard of living and improved housing con- 
ditions. 

2. The use of literature concerning health education. 

3. The development of the idea advocated by companies— 

that is, annual medical examination. 

4. Instruction of the school population in personal hygiene. 

5. Advance of medical science in diagnosis and surgical skill. 
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Because of the more favorable mortality experience, the 
premiums paid are, after meeting necessary current charges 
and, in the absence of an epidemic, frequently more than suffi- 
cient to take care of the necessary reserves. A surplus is thus 
produced. 

A surplus may also result from several other causes. Among 
these are investments and interest return. The rate of interest 
upon which many life insurance companies base their premium 
rates is 3%. Excess interest earning and profits on investments 
have frequently provided more funds than are necessary for 
maintenance of the reserves. Furthermore, the business of life 
insurance has taken such tremendous strides that the cost of 
doing business, in spite of the increased cost of wages and 
commodities, may be decreased. This factor will also tend to 
increase the surplus of the companies. 

If the policyholder is insured in a non-participating stock 
company, he has no right to share in this surplus. The surplus 
is the property of the stockholders, unless the policy provides 
for participation. If he holds a policy issued by a mutual or 
participating company, he has an interest in the surplus; part of 
it is returned to him, and the balance is kept to meet various 
contingencies. 

The share returned to the policyholder in a mutual or partici- 
pating company is called a dividend, but this is a misnomer since 
the policyholder is not a stockholder. What is actually returned 
to him is a share of the surplus proportionate to the annual con- 
tribution he has made, that is, a refund. Generally at the end 
of the first year, on account of the heavy initial expense, he re- 
ceives no return. Thereafter the so-called dividend is usually 
paid every year. To anticipate the annual dividend rate is im- 
possible, because the mortality experience, return on investments 
and expenses of a particular company cannot be estimated ac- 
curately in advance. 


DivipEND OptTions.—The insurance companies offer the 
following dividend options: 


(hy Cash: 


(2) Apply the dividend credits to reduce the premium. 
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(3) Accumulate the refund with the company at interest. 
(4) Use the refund to purchase paid-up additional insurance, 
thereby increasing the face amount of the policy. 


If option (3) or (4) is used, the accumulations may be used 
to shorten the premium paying period under his policy or to 
mature the policy as an endowment. 


(1) OptionaL Moves oF SETTLEMENT.—The insured can 
provide that the life insurance proceeds should be payable in a 
lump sum upon the death of the insured. While the insured may 
have been able to handle large sums of money, the dependents in 
all probability have had little experience in business. Because of 
this inexperience the money obtained from the life insurance 
company may be dissipated. The primary motive, that is, the 
protection of dependents, would thus be defeated. To over- 
come this situation, life insurance companies offer income in- 
surance. Instead of making the face of the policy payable in 
one lump sum, life underwriters may advocate that the principal 
sum should be paid to the dependents over a period of time on 
the monthly income plan, using various modes of settlement. If 
the insured has not chosen one of the optional modes of settle- 
ment, the beneficiary can make the selection instead of receiv- 
ing the money in a lump sum. 

The following are important methods of settlement that are 
used : 


1. Proceeds held at interest. The proceeds can be retained by 
the insurance company for a definite period of time and interest 
will be paid the beneficiary during that period, after which the 
proceeds will be paid to the beneficiary. 

If the beneficiary should die before all the funds are dis- 
tributed the balance can be paid to a second beneficiary. 

2. Installments for a specified amount. A specific amount 
can be paid to the beneficiary at specified intervals until the pro- 
ceeds with interest is exhausted. 

If the beneficiary should die before all the funds are ex- 
hausted, the balance can be distributed as in paragraph 1. 

3. Installments for a specified period. Payments can be 
made to the beneficiary for a guaranteed number of periods of 
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time. If the beneficiary should die before that time, the bal- 
ance of the payments can be paid to a second beneficiary or the 
present value of the unpaid installments will be paid in a lump 
sum to the second beneficiary. (The term “present value’ will 
be explained on page 66.) 

4. Installments for a specified period and life thereafter. 
Payments can be made for a guaranteed number of periods of 
time and in addition thereafter, provided the beneficiary is alive. 
If the beneficiary dies before the guaranteed period of time, the 
balance of payments for the guaranteed period will be distrib- 
uted as in paragraph 3. 


The following should be considered in connection with in- 
come insurance: 


1. The beneficiary cannot dissipate the insurance money. 

2. The insurance companies, which have a good record of 
safety, guarantee the payments. 

3. If children are the beneficiaries, the insured can make 
certain that there will be funds to educate them. 

4. The beneficiary is prevented from using the principal 
sum, although this may at times be more advantageous than 
receiving partial payments. 


3. Restrictions.—Insurance policies carry restrictions affect- 
ing the actions of the insured and the liability of the insur- 
ance company. The policy therefore provides: 


(a) SuicipE.—If the insured, while sane or insane, com- 
mits suicide during a limited period, usually one or two years 
after the issuance of the policy, the insurance company is freed 
from liability except for the return of premiums paid. 


(b) MisstaTEMENT oF INSURED’s AcE.—If the insured 
misstates his age, the insurance company is required to pay 
merely the amount which the premium would have purchased 
at the correct age. Assume, for example, the case of a man 
who stated his age as 30 and accordingly paid a premium of 
$22.85 for a life insurance policy, whereas his true age was 35 
and required a premium of $26.35. This misstatement having 
been discovered, his beneficiary would receive on the insured’s 
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death that portion of the full amount of insurance which $22.85 
would purchase at the age of 35. 


(c) AssIGNMENT.—The insured should notify the insurance 
company in case he assigns his policy. The assignment is made 
generally on blanks furnished by the company. 


(d) Cuancine Poricy Terms.—The policy terms cannot 
be modified by any agent and can be modified only by one of 
the authorized officers of the company. 


4. Additional Coverages.—These are: (a) disability ben- 
efits, and (b) double indemnity benefits. 


(a) Disapitiry WaAIvER oF Premium BENEFITS.—With 
the development of life insurance, it was discovered that a num- 
ber of policies were lapsed because of the disability of the 
policyholder. The insured was injured or ill, and could no 
longer follow his regular occupation; or he was permanently 
and totally disabled. The insured would not have stopped pay- 
ments but for the fact of the injury or disease. In considera- 
tion of an extra premium charge, some policies provide that if 
the insured is permanently and totally disabled before a certain 
age, he will not be required to pay any further premiums and 
his insurance will be continued. Several insurance companies 
issue a policy with a disability income feature in addition to 
waiver of premium. Different disability clauses are used by 
various companies. Payment of the income depends upon the 
definition of the words “permanently and totally disabled” in 
the policy. 

There is no standard clause required. However, some of the 
provisions that may be found in the disability income clauses 
ate. 


1. The insured is entitled to the benefits if he has become 
totally disabled, as a result of body injury or disease before 
attaining a certain age of, say, 55, and is prevented from en- 
gaging in any business or occupation and performing work for 
compensation, gain, or profit. 

2. The disability must have continued uninterruptedly for a 
definite period of time, such as six months, 
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3. The company will waive premiums the due date of which 
next follows the date of commencement of disability. 

4. No premium will be waived if the due date is more than 
a definite period of time, say six months, prior to the date of 
receipt at the home office of written notice of claim. 

5. Some companies will pay a monthly income of a percen- 
tage of the face of the policy for each month of continued dis- 
ability. If the six months’ period is used, the company is not 
liable for the first five months of disability nor for any frac- 
tional part of a month. Furthermore, the company is not 
responsible for a period of disability prior to six months of 
receipt of notice of claim at the home office. The amount pay- 
able under the policy is not reduced by any disability payment 
received by the insured. 

6. The insured is entitled to dividends in a participating 
company, surrender and loan values as if the waived premiums 
had been paid. 

7. If there is any indebtedness due to the company the lat- 
ter can deduct the interest on the indebtedness from the monthly 
income payments. 

8. Notice of claim must be received during the lifetime of 
the insured during the continuance of the disability and not 
later than six months after the insured has attained the age of, 
say, 55 years, unless it was impossible to have given such no- 
tice within such time and notice was then given as soon as rea- 
sonably possible. 

9. The company can require the assured to furnish due proof 
of the continuance of disability and submit to medical exami- 
nation by a medical examiner designated by the company. Fail- 
ure to furnish proof or to submit to examination gives the 
company the right to suspend further payments if the com- 
pany believes that the insured is no longer disabled. 

10. Future monthly payments to become due to the insured 
will not be computed in one sum. 

11. Disability payments will not be paid on any paid-up 
life or endowment or extended insurance granted by the com- 
pany under the options on surrender or lapse of the policy. 

12. The company is not liable for disability benefits if dis- 
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ability results from injury intentionally self-inflicted, from 
military or naval service or war, from engagement in aeronau- 
tics except as a passenger in a licensed aircraft operated by a 
licensed pilot on an established air line, or from bodily injury 
or disease which occurred before reinstatement of the disability 
agreement. 

13. The company is entitled to demand proof of the date of 
birth. If the insured’s age is incorrect, the disability payments 
will be reduced to that which the insured would have been en- 
titled to for the premium paid at the correct age. 

14. If the age of the insured at the date of his birthday 
nearest the date of the disability agreement was more than a 
certain age, for example, 45 years, no benefit will be paid, but 
he will be entitled to a premium refund, as the company does not 
issue any disability agreement contract if the insured’s near- 
est birthday is 45. 

15. If the insured is physically or mentally disabled or if at 
the date of death there are any disability benefits due, the com- 
pany can pay the money to the beneficiary. 

16. The agreement will be terminated upon the insured 
attaining the age of, say, 55, if he is not entitled to benefits be- 
fore that time. 

17. The agreement is not subject to the incontestable clause 
in the policy. 

(b) Dousie InpEemMNity Benerits.—The policy may also 
contain an accidental death benefit called the double indemnity 
feature. There is no standard clause. However, some of the 
provisions that may be found in this clause are: 


1. The accident must have occurred before the insured has 
attained a certain age of, say, 65 years, and before the end of 
the endowment period if the policy is an endowment form. 

2. The company must be furnished with due proof that 
death resulted, exclusively of all other causes, from injury. 

3. The injuries must have been effected solely through ex- 
ternal violent and accidental means. 

4. Death must have occurred within 90 days from the date 
of the injury. 
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5. Death did not occur due to: 


a. Self-destruction of insured whether sane or insane. 

b. Taking poison or the inhaling of gas whether voluntary or 
otherwise. 

c. Any military or naval service or other work in connection 
with actual warfare. 

d. Any civil war, insurrection, or riot. 

e. From police duty. 

f. From engagement or participation in aviation or aeronau- 
tics whether as a passenger or otherwise. 

g. From submarine operations. 

h. From bodily or mental infirmity or disease of any kind. 

1. From bacterial infection other than bacterial infection 
occurring in connection with or in consequence of other 
bodily injuries. 


Application for Life Insurance.—In order to obtain a pol- 
icy, the prospective policyholder must sign an application and 
usually pass a medical examination. If found physically ac- 
ceptable and if investigation discloses that he is a desirable risk, 


he receives a policy. The application contains essentially the 
following information: 


1. Name, home or business address of the applicant. 

2. Place and date of birth. The date of birth is required 
because the premium varies with the age. 

3. Occupation of the insured. Although the insurance com- 
panies issue their policies freely to people employed in the vari- 
ous occupations, some companies except certain industries. For 
example, some insurance companies do not care to insure those 
engaged in structural iron work. If they do so, they demand a 
higher premium than that paid by the policyholder in a more 
desirable occupation. 

4. Residence and travel. In many cases, the insurance com- 
panies do not care to issue policies to those leaving the United 
States to live abroad, and they, therefore, desire to know 
whether the applicant expects to go to any other country. 
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5. The question of other life insurance: 

(a) Whether the applicant has previously applied for an 
insurance policy in any other company. 

(b) Whether he has any other insurance in any other com- 
pany, society, or association. 

(c) Whether he has any application pending anywhere else. 

(d) Whether the insurance applied for is intended to replace 
other insurance. 


The purpose of these inquiries is to enable the insurance 
company to determine whether the insured has been previously 
examined by any other insurance organization and whether he 
is carrying more than sufficient for a man of his financial stand- 
ing. (There is a central organization in which the record is 
kept of all applications rejected, postponed, rate increased, or 
any application that is not standard. False statements made in 
connection with this question can thus be checked by the in- 
surance organization. ) 

6. The amount of insurance and kind of policy desired. 

7. In mutual companies, the disposal of the dividends, i.e. : 

(a) Cash 

(b) Applied to reduce premiums 
(c) Accumulation at interest 

(d) Paid-up additional insurance 


8. Name of beneficiary and his relationship to the insured. 

9. Whether the insured reserves the right to change the 
beneficiary. If the insured does not desire to reserve this right, 
a new beneficiary cannot be substituted without the consent of 
the beneficiary named in the policy during the latter’s life. 

10. Declarations made to the medical examiner. 

(a) Weight and height. The insurance organizations have a 
standard table in connection with weight and height at 
each age, and serious variations from this standard 
place the medical examiner on guard. 

(b) The use of intoxicants and drugs. 

(c) Family history concerning the ages to which members of 
the family lived and whether they ever had any serious 
diseases, 
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(d) Individual history. Minute questions are asked concern- 
ing the past physical condition of the applicant. 


After the answers to these various questions are given, a 
medical examination is made by a physician acting for the com- 
pany. An inspection report is also made to determine the ap- 
plicant’s personal reputation. If all this is satisfactory to the 
company, a policy is offered to the applicant. 


Non-medical Insurance.—In some cases the tendency is to 
eliminate the medical examination and to depend upon the ap- 
plication for the issuance of a policy. In the main, this is due 
to: (1) the fact that the younger men who are probably in 
good physical condition will be encouraged to purchase life 
insurance policies; (2) the belief that any additional cost of 
extra mortality will be partly offset in the average case by the 
elimination of the expense for medical examination; (3) to 
aid the agents in selling additional insurance on lives already 
insured in the company. 


Sub-standard Insurance.—Formerly the insurance com- 
panies did not issue policies to sub-standard lives, that is, those 
lives which did not meet the standard physical requirements. At 
the present time, in many cases, the insurance companies will 
issue policies to sub-standard lives. Some of the important 
methods used for sub-standard insurance are: 

1. Charge the insured the rate for a higher age than the appli- 
cant’s age. 

2. Charge an extra premium. 

3. Issue a particular type of policy, such as an endowment 
policy, which requires a higher premium than other 
types. 


Insurance Trust.—As previously stated, in accordance with 
the terms of the policy contract the insured can require the com- 
pany to pay the face amount of the policy in one sum or choose 
an optional method of settlement for the beneficiary. Some- 
times an insured may find that the optional modes of settlement 
do not provide enough flexibility to accomplish his purpose. 
Under those circumstances, it may be advisable to provide for 
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the distribution of life insurance proceeds through an insurance 
trust. An insurance trust is an agreement whereby the pro- 
ceeds of policies which the insured chooses to be subject to a 
trust agreement are collected by a trustee on the death of the 
insured. The trustee can then distribute the money in accord- 
ance with the terms whereby an insured can provide for the 
distribution of insurance proceeds in the same manner as 
though the funds were in his possession during his lifetime and 
were distributed in accordance with the terms of a will. 

There are two forms of insurance trust. These are the un- 
funded trust and the funded trust. The unfunded trust is an 
agreement whereby the insured agrees to continue to pay the 
premium on his policies personally. The funded trust is an 
agreement under which the trustee agrees to pay the premiums. 
The insured assigns to the trustee sufficient securities of vari- 
ous types and the income from these securities is used to pay 
the premiums. 

The following should be considered in deciding on the use 
of a trust. 


1. The powers of a trustee are more flexible than the powers 
of a life insurance company. In rare instances has a life insur- 
ance company very flexible powers. If any unforeseen con- 
tingencies arise, the trustee can be given power under the terms 
of the trust agreement to meet these contingencies. 

2. The proceeds of all the policies, regardless of the various 
companies which may have underwritten these policies, can be 
handled by a single trustee. If an optional mode of settlement 
were chosen, each company would have to handle funds avail- 
able from the policies issued by the specific company. 

3. The trustees may charge fees for the handling of funds, 
whereas the insurance companies make no charge. 

4, The trustees may not have the wide investment experi- 
ence of the insurance companies. 

5. The trustees may be individuals and then provision will 
have to be made for succession of trustees. 


Industrial Life Insurance.—Originally life insurance at- 
tracted only persons of means. With the development of the 
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annual premium plan the middle classes were able to purchase 
it also. There remained a great part of the population repre- 
sented by the industrial class which was unable to purchase life 
insurance on an annual, a semi-annual, or a monthly premium 
basis; yet working people needed insurance and needed it es- 
pecially for one purpose—to meet burial expenses. Thence 
arose industrial life insurance, of whichythe essential features 
are as follows: 


1. The premium is collected usually by agents calling weekly 
at the home of the policyholder, instead of being mailed to the 
company’s office, as in the practice of ordinary life insurance. 

2. In the majority of cases there is no medical examination, 
since the amount of the policy is small. Issuance of the policy 
depends upon the questions answered by the applicant in his 
application and upon the statement of the agent who solicits the 
insurance that the applicant appears to be in good physical con- 
dition. However, if there is any doubt, a medical examination 
is required. 

3. The premium is usually based upon units of five or ten 
cents. 

4. Industrial insurance is family insurance. Its primary 
purpose is to meet the necessary expenses in connection with 
death. Therefore, there is frequently a policy in the family for 
each member of the family. 

While different forms are used, industrial policies carry sim- 
ilar provisions, such as the following: 


1. The insured may return the policy within two weeks from 
the date of issue, and all premiums paid will be returned. 

2. There is a grace period of four weeks on premium sub-~ 
sequent to the first premium payment. 

3. The insured may pay his premiums directly to the com- 
pany, and after the payments of premiums for a year, an allow- 
ance of a percentage of the total of the year’s premiums will be 
made. 

4. The ordinary policy usually has a specified beneficiary or 
the amount of the policy is payable to the representative of the 
estate. The industrial policy may provide, however, in the ab- 
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sence of a designated beneficiary that the company may make 
payment or grant non-forfeiture privileges to any other person 
equitably entitled to compensation for having incurred expenses 
on behalf of the insured or for his burial. 

5. The insured cannot assign his policy, a privilege granted 
in ordinary insurance. 

6. The policy may be reinstated if payment of premiums has 
not stopped for more than one year. The insured must pay the 
amount of premiums in arrears and furnish satisfactory evi- 
dence of insurability. 

7. Provision is made for cash surrender values and paid-up 
and extended insurance. 

8. If the policy is issued by a participating company, pro- 
vision is made for the payment of dividends. 

9. The premium is waived for total disability, with pro- 
vision for the payment immediately of a portion of the entire 
sum. Benefits are granted usually for the loss of both hands 
and both feet, or one hand and one foot or the sight of both 
eyes. Some policies provide for the payment of a disability 
benefit and the payment of the face of the policy on the death 
or at the termination of the endowment period. 

10. The accidental death benefit is similar to that found in 
the ordinary policy. Moreover, the clause may provide that a 
reduced benefit will be paid for accidental death while the in- 
sured is employed in certain industries. 


The policies issued by the industrial life insurance com- 
panies are usually similar in kind to those of the other life insur- 
ance companies, that is, ordinary life, limited payment, and en- 
dowment policies. In each kind, the value of the non-forfeiture 
privileges offered is relatively much smaller, because of: (1) 
the high cost of collection, owing to the required weekly visit 
of the collector; (2) the higher mortality experience, as com- 
pared with that of ordinary life insurance. 


Group Life Insurance.—Many of the life insurance com- 
panies have succeeded in interesting large employers in life in- 
surance for their employees. One of the claims made is that an 
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employer who purchases life insurance for his employees will 
render them more contented and therefore more useful. 

Important features that may be found in group insurance 
contracts are: 

1. The companies will usually insure employees of a given 
concern under a single group insurance policy without medical 
examination. If the state law requires medical examination the 
group policy will not be issued without the required medical ex- 
aminations. Sometimes if an employee does not accept the 
benefits of group insurance immediately, he may be required to 
take an examination before a certificate will be issued to him. 
The right of the employee is not affected, however, if he is ab- 
sent from the service of the employer temporarily or due to 
physical disability. 

2. The policy is usually written on the one-year term plan. 

3. In general, the rate charged depends upon: (a) type of 
business and (b) ages of employees. 

4. The premium may be paid by contributions from the em- 
ployer and the employee or by the employer without contribu- 
tions from the employees. A minimum of 50 employees is 
usually required. If the premium is paid by the employees and 
the employer, the plan usually requires that 75% of the em- 
ployees must become members. If the premium is paid by the 
employer, all eligible employees must usually be insured. 

5. It is not necessary to include all employees. The contract 
may be limited to employees in various departments of the em- 
ployer. However, a policy will not be issued where a few em- 
ployees are picked from each department, because of the possi- 
bility of adverse selection. 

6. The contract may provide that employees are not covered 
until they have been employed for a definite period of time. 
This eliminates the casual type of employee who has no inten- 
tion of remaining with the employer. 

7. Each employee receives a certificate that he is insured 
under a group insurance policy issued to the employer. The 
amounts of the certificates may vary. Plans that can be used to 
determine the amount of each certificate are: (a) each employee 
is given an equal amount; (b) the amount can be made to de- 
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pend upon the salary paid to each employee; (c) the amount 
can be made to vary with the length of service of the em- 
ployee; (d) the amount can be made to depend upon the posi- 
tion held by the employee. 

8. If the worker should leave the employer, he may con- 
tinue the insurance for the amount indicated on the certificate 
by paying premiums at the regular rate charged to any other 
individual at his attained age, without any further examination. 
The worker must exercise this privilege within 31 days after 
termination of employment. He is entitled to any form of 
policy customarily issued for his age and class of risk except 
term insurance. 

9. The employer must keep a record of all employees insured 
and the amount of insurance in force or previously discon- 
tinued on any employees and the date when employment became 
effective or was discontinued or decreased. Copies of the regis- 
ter must be furnished to the insurance company. Insurance is 
continued on an employee who is absent on account of sickness 
or injury, or on account of retirement on pension, or for a 
definite limited period of, say, two months, on account of leave 
of absence or temporary layoff. The employer, however, can 
terminate the rights of such employees by notice to the company 
or by ceasing to pay premiums for any of such employees. 

10. The policy contains a grace period. If, however, the 
policy is cancelled during the grace period on the request of 
the employer, the insurance company is entitled to the pro-rata 
premium for the period commencing with the last due date and 
ending with the date of receipt of written notice to the com- 
pany. 

11. The policy will be renewed annually provided that in the 
case of contributory insurance not less than 75% of the number 
of eligible employees are insured and for non-contributory in- 
surance not less than the total number of eligible employees are 
insured and in either case not less than 50 employees. 

12. Although stock insurance companies do not usually pay 
dividends on policies, they have developed a method which pro- 
vides for rate reductions on a group insurance policy. Under 
this plan reductions are made according to the experience under 
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the policy. The result produced is very similar to the granting 
of dividends by participating companies for group insurance. 
13. There is no surrender value under a group insurance 
policy or certificate. 
14. The insurance under the group policy is non-assignable. 
15. Provision is sometimes made for group accident and 
health insurance and group hospital insurance. 


Groups other than employees may use group insurance. 
Group insurance is permitted by some state laws for veteran 
organizations, members of a group of persons borrowing from 
one financial institution, members of labor unions, and military 
units. 

The following should be considered in the purchase of this 
form of policy: 


1. Insuring large groups under one policy and without indi- 
vidual examination enables the life insurance company to reduce 
expenses which can be considered in determining the premium. 

2. The commission paid to the agent is proportionately 
smaller than for the usual types of policy. 

3. The fact that a workingman is insured under a group life 
insurance policy gives him an interest in the subject of life in- 
surance. He is the more likely to purchase a policy upon his 
individual life. 

4. If the workman is insured individually, group insurance 
acts as a supplement to any other insurance that he may carry. 

5. Loyalty between the employer and the employees may b 
fostered. 


Wholesale Insurance.—Very similar to group insurance is 
wholesale life insurance. This is granted to employers with 10 
to 49 employees, but instead of receiving a certificate, as in 
group insurance, each employee makes an application for insur- 
ance and may receive a policy. It is possible for the employer 
to pay part of the premium. 


Salary Allotment Insurance.—This insurance plan is sim- 
ilar to wholesale insurance. It can be used by employers with a 
few employees insured. Each of the employees can choose 
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his own policy form. Medical examination may not be required. 
Under this plan the employer deducts the premium for the em- 
ployee’s policy from the earnings of the employee, and payment 
of premium is made monthly. It is possible for the employer to 
make a contribution for part of the premium. 


Annuities.—In addition to life insurance policies, the in- 
surance companies offer a contract called life annuity in which 
the insurance company agrees to pay an individual, called the 
annuitant, a fixed sum at equal intervals of time, provided he is 
living, in consideration of a lump sum paid in advance to the 
insurance company. For example, in one insurance company a 
man aged 60 pays $10,000 in advance and the company agrees 
to pay him $732.50 annually as long as he lives. Payments may 
be made annually, semi-annually, quarterly, or monthly. 

No medical examination is needed in connection with the 
issuance of an annuity unless the annuity contract contains 
some feature of life insurance. 

There are two classes of annuities. These are immediate and 
deferred. The immediate life annuity provides for payment at 
the end of the first period after the annuity has been purchased. 
For example, if the annuity is to be paid monthly, the first pay- 
ment will be paid one month after the annuity has been pur- 
chased. The deferred life annuity is one in which the annuity 
payments commence at some future time, provided the annui- 
tant is living, thus, 20 years after the payment of the premium. 

The following are some of the annuity contracts that can be 
obtained : 


_— 


. Life annuity 

. Refund life annuity 

Life annuity with guaranteed number of payments 
. Deferred life annuity 

. Deferred refund life annuity 

Retirement annuity 

Joint and survivorship annuity 

Survivorship annuity 

. Temporary life annuity 
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1. Lire ANNuity.—The life annuity provides for the pay- 
ment of an income for life. All payments cease with the pay- 
ment which immediately precedes the death of the annuitant. 


2. Rerunp Lire AnNuitTy.—This annuity provides that 
the insurance company will pay an income for life to the an- 
nuitant. If, however, the total amount of money contributed 
by the annuitant was not paid to him prior to his death, the dif- 
ference will be paid to a designated beneficiary. Suppose, for 
example, that the annuitant paid a single premium of $10,000 
for which he was to receive $50 per month. Furthermore, as- 
sume that the insurance company paid the annuitant $8,000 
during his life. The balance of $2,000 will be paid to the bene- 
ficiary designated in the annuity contract in monthly install- 
ments or as a cash refund. If the annuitant has received more 
income payments than he has contributed to the insurance com- 
pany, for example, $11,000, no payments will be made to the 
beneficiary. 


3. Lire ANNUITY WITH GUARANTEED NUMBER OF Pay- 
MENTS.—This is similar to the refund annuity. The distinc- 
tion, however, may be seen by the use of an illustration. Sup- 
pose the annuitant was to receive payments for life, but pay- 
ments were guaranteed for a period of ten years and the an- 
nuitant died at the end of six years. Regardless of the amount 
of money received by the annuitant, the insurance company 
would be required to pay the designated beneficiary payments 
for the remaining four years. If, however, payments were 
made for a period of eleven years, no further amount would be 
due on the contract. 


4. DEFERRED Lire AnNuItTy.—This is an annuity under 
which payment begins a definite number of years after the is- 
suance of the contract. The premium may be paid in a single 
sum or over a period of time. Some of the provisions of this 
annuity agreement are: (a) a grace period is allowed; (b) there 
is no cash or loan value; (c) if the annuitant dies before the 
first payment is due the insurance company has no further ob- 
ligation; (d) if the annuitant is unable to continue payment of 
premiums, a paid-up annuity may be issued providing for a 
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small annuity payment when the annuity payments are to com- 
mence. 


9. DEFERRED REFUND LirE ANNuITY.—This annuity is 
similar to the deferred life annuity, but provides that the total 
payments made to the annuitant must equal the amount con- 
tributed. Any unpaid balance or payments not received by the 
annuitant during his life must be paid to the beneficiary. 


6. RETIREMENT ANNUuITy.—This annuity contract is sim- 
ilar to the deferred annuity except that it contains many flexible 
provisions. The premium may be paid in one sum or annually, 
and the income commences at the end of the period stipulated in 
the contract. Some of the provisions of the agreement are: 


(a) If before the date of the first payment, the annuitant 
dies the beneficiary will receive a stipulated amount which de- 
pends upon the number of premiums paid by the insured. 

(b) Prior to the commencement of monthly income pay- 
ments the annuitant has the following life income options: (1) 
A life income with guaranteed number of monthly payments. 
If the annuitant should die before receiving all the monthly 
payments, the balance (computed in one sum) will be paid to 
the beneficiary. (2) A life income with refund of the balance 
of the purchase price if at the date of the annuitant’s death the 
cash value as applied to the purchase price of such income ex- 
ceeds the income payments. The excess will be paid in one sum 
to the beneficiary. (3) A life income to the annuitant with 
no payment at the death of the annuitant. 

(c) The contract provides for cash surrender value but 
there is no cash surrender value if the annuity payments have 
commenced. 

(d) The contract may provide for loan privileges. 

(e) If the annuitant stops payments, a paid-up contract will 
be issued providing for annuity payments depending upon the 
- amount contributed. 

(f) If the purchaser of the annuity desires to receive an- 
nuity payments earlier than the period of time selected orig- 
inally, he may do so. If, for example, he desired his annuity to 
start at age 70 and subsequently requests a change of date to 
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60, the company will endorse the change on his contract. Of 
course, the amount of annuity paid will depend upon the con- 
tributions made by the purchaser. 


7. Joint AND SurRvivorsHip ANNuITY.—The joint and 
survivorship annuity provides for an income payable during the 
joint life time of several annuitants. On the death of one of 
the annuitants payments continue as long as the other annuitants 
remain alive. This annuity may be suitable for a husband and 
wife, but the yield is not very high. Variation of the contract 
can be obtained by purchasing single annuity on each life and 
a joint and survivorship annuity on both lives. Thus, single 
annuities might be purchased on the lives of the husband and 
wife separately for $100 per month each and a joint and sur- 
vivorship annuity for $100 per month on both lives. This will 
provide for an income of $300 monthly during the life of hus- 
band and wife and $200 monthly on the death of either the 
husband or wife. 


8. SurvivorsHip ANNuITY.—This is an annuity which pro- 
vides that upon the death of one person the annuity shall be 
paid to a designated beneficiary. Since the annuity will com- 
mence upon the death of the first person, the contract is issued 
upon the insurability as shown by medical examination of the 
purchaser of the contract. The form is therefore a combina- 
tion of life insurance and annuity. Some of the provisions of 
the agreement are: (a) If the annuitant dies before the insured, 
the contract is terminated. (b) A paid-up policy will be issued 
providing for smaller payments to the annuitant, if the insured 
is unable to continue payments. (c) There is no cash surren- 
der value. (d) The policy may also provide that when the 
insured reaches a specified age he shall receive an annuity and 
on his death the beneficiary shall then receive the annuity. 


9. Temporary Lire Annuities.—Under this form pay- 
ment is made for a temporary period. Some forms provide that 
if the annuitant dies before the termination of the temporary 
period the balance of the purchase price will be paid to a desig- 
nated beneficiary. 
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Considerations when Purchasing Annuity.—The business 
of annuities is the reverse of the business of life insurance. If a 
man purchases a life insurance policy, he pays a fixed sum at 
equal intervals, provided he is living. Upon his death, his de- 
pendents receive the face of the policy. If a man purchases an 
annuity, he pays a fixed sum to the life insurance company, in 
return for equal sums of money payable to him at equal inter- 
vals of time until his death or termination of the annuity period. 
The following should be considered in connection with the 
purchase of an annuity: 


1. The annuity is extremely valuable in old age. 

2. Since payments are usually made only provided the annui- 
tant is living, the life insurance companies can offer a better 
annual return based upon the lump sum paid than any other 
stable financial institution. The insurance companies can take 
two facts into consideration in computing payments: (a) the 
interest that will be earned upon the sum invested, (b) the 
probability of the death of the annuitant, which may stop fur- 
ther payments. 

3. If death occurs prematurely, the return on the money 
paid during the annuity period may be much smaller than the 
amount that could have been obtained from other forms of 
investment. 

The following tables show the premium charge at various 
ages as used by a non-participating company, for a life annuity 
for which $100 will be paid annually and the annual amount of 
life annuity that can be purchased for $1,000. 


Group Annuities.—Many organizations engaged in vari- 
ous kinds of business in the United States have established pen- 
sion or retirement plans primarily to provide old age incomes 
for employees when they are retired. 

Some of these plans are financed by an annual appropriation 
on the part of the employer to cover the cost of pensions for 
employees on the pension roll each year. In other instances 
certain reserves are accumulated in advance toward the pay- 
ment of pension benefits in the future. Many employers pro- 
vide retirement plans for their employees through the medium 
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of a group annuity contract with an insurance company under 
which payments are made monthly to the insurance company 
for the purchase during the active working life of each em- 


Taste 5. Annuity Rates (Non-PARTICIPATING)—SINGLE 
PREMIUM FOR AN ANNUuITy oF $100 ANNUALLY 


Age Last Birthday Installment Refund} Cash Refund 
Life Annuity Annuity Annuity 
Male Female 

25 30 $2,572.90 $2,633.50 $2,648.70 
30 35 2,437.60 2,515.10 2,534.00 
35 40 2,286.90 2,386.20 2,410.00 
40 45 2'122.50 2,247.80 2:277.50 
45 50 1,945.70 2,100.70 2,137.30 
50 55 1,758.50 1,946.30 1,990.40 
55 60 1,563.70 1,786.10 1,838.70 
60 65 1,365.20 1,622.20 1,683.70 
65 70 1,167.60 1,457.20 1,528.20 
70 US 976.10 1,293.10 1,374.40 
75 80 795.70 1,133.90 1,225.40 
80 85 631.10 981.60 1,084.60 


Tas_E 6. ANNuITY Rates (NOoN-PARTICIPATING )—ANNUAL 
Annuity PuRCHASED By Premium oF $1,000 


Age Last Birthday Installment Refund | Cash Refund 
Life Annuity Annuity Annuity 
Male Female 
25 30 $38 .87 $37.97 $37.75 
30 35 41.02 39.76 39.46 
35 40 43.73 41.91 41.49 
40 45 47.11 44.49 43.91 
45 50 51.40 47.60 46.79 
50 5D 56.87 51.38 50.24 
55 60 63.95 55.99 54.39 
60 65 73.25 61.64 59.39 
65 70 85.65 68.62 65.44 
70 75 102.45 TUS 72.76 
Us 80 125.68 88.19 81.61 
80 85 158.45 101.87 92.20 


ployee of deferred annuities. These annuities begin paying life 
incomes to employees included in the plan upon retirement at 
a specified age or under certain predetermined conditions. 

The plans used by insurance companies may be either con- 
tributory where the employer and employees each pay a part of 
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the cost or they may be non-contributory with the employer 
paying the entire cost. 
Provisions usually found in such contracts are: 


1. If the plan is non-contributory, all of the employees must 
be included or all of certain classes, subject sometimes to limi- 
tations as to age and salary. 

2. The minimum number of employees usually required is 
50 and not less than 75% of all who are eligible must partici- 
pate if the plan is contributory. 

3. Sometimes all present employees are included or there 
may be a probationary period, for example, of six months or a 
year of service, for both present and new employees. 

4. The normal retirement age may be 60, 65, or 70 for 
male employees with the preference in favor of 65; female em- 
ployees frequently have a normal retirement age of 60 or even 
55, although since the advent of the Social Security Act the ten- 
dency is to make the retirement age for women 65 to conform 
with the normal retirement age in the Act. There is usually a 
provision for retirement at an age earlier or later in individual 
cases. 

5. In order to promote clearer understanding of the plan by 
employees and to eliminate unnecessary administrative detail, 
employees are usually grouped in salary classes for the purpose 
of the plan. Thus if the benefit is 2% annually, an employee 
who has been a member of the plan for 25 years before retire- 
ment would receive a retirement income of approximately 50% 
of his average annual salary during his period of membership. 

6. If the plan is contributory the employee usually con- 
tributes according to his salary class. The employer pays the 
balance of the net cost of providing the benefits. 

7. When an employee dies his beneficiary usually receives 
the amount of the employee’s contributions with or without 
interest as the plan may provide, less any retirement income 
which may have been paid. 

8. The employee may withdraw from the plan. He usually 
then has the option of the return of his contributions with or 
without interest, or a paid-up annuity based on his contributions 
to date which will commence to pay him an income at the 
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normal retirement age. There is a tendency for employers to 
agree that if the employee withdrawing elects the second option 
and if he has had a prescribed period of membership in the 
plan, such as 5 or 10 years, he will also receive a paid-up 
annuity based on the contributions which the employer has paid 
to the date of the employee’s withdrawal. 

9. In the event that an employee withdraws and takes his 
own money in cash, the employer usually receives a credit of 
the amount which he has contributed for that employee plus 
interest accretions. 

10. Asa general rule there is no direct credit to the employer 
in the event of the death of an employee, since the employer’s 
contributions are generally used to purchase that form of an- 
nuity where the expected mortality is taken into consideration 
in advance, namely, the simple annuity. 

11. If the group annuities contract is issued by a partici- 
pating or mutual insurance company, the employer may also 
receive dividends based on experience. If the contract is issued 
by a stock company, rate reductions may be allowed. 

12. When a plan is established there are usually employees 
in the organization already at the older ages who therefore 
will not have time before reaching normal retirement age to 
build up even a reasonably adequate retirement income. It has 
been customary, therefore, to have benefits purchased by the 
employer based on service performed by these older employees 
before the adoption of the plan. Benefits for past service, which 
are generally based on salary at the adoption of the plan, are 
usually slightly less than benefits for future service toward 
which the employees are contributing. All years of prior 
service performed by the employee may be taken into consid- 
eration in connection with the past service benefit, or past 
service may be recognized only back to a certain age. The 
employer may purchase in a single payment at the time of the 
adoption of the plan all of the annuities necessary to provide 
the full past service benefits. If this is not feasable the cost of 
these benefits may often be spread over a period of years into 
the future, so that the cost may be liquidated by a series of 
annual payments. 
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In connection with the subject it is well to remember that 
the Federal Social Security Act provides for certain retirement 
benefits based on the first $3,000 of annual salary and also 
certain taxes paid by employer and employees. Since the enact- 
ment of this legislation some employers are establishing pri- 
vately insured retirement plans to be operated independently 
of the Social Security Act but so constructed that the total 
benefits received from the private plan and from the Social 
Security Act will be approximately the same as those which 
formerly were provided under many private plans alone. 


Making of Life Insurance Rates.—The premium paid for 
any life insurance policy must provide for two elements: (1) 
payment of death claims, which is called mortality cost; (2) 
payment of expenses, which is known as the loading. 

In order to determine the cost of life insurance, assume 
that individuals aged 20, 40, and 60 respectively are each appli- 
cants for a policy for $10,000. The insurance companies would 
have to charge the one aged 60 the highest rate of premium, 
for the obvious reason that they must take into consideration 
his lesser chances of living. For a long time the insurance 
companies have been studying methods to make the rates 
charged at each age proportionate to the risk assumed. This 
has resulted in mortality tables which aim to measure accurately 
the rate of mortality at each age. 


Mortality Tables——A mortality table can be constructed 
by studying the life history of a large number of individuals. 
Several of these studies have been made and tables have been 
prepared showing the chances of living at various ages. Table 
7, in general use by insurance companies for many years, 1s 
called the American Experience Table. 


Value of Mortality Tables—The American Experience 
Table can be used to illustrate the value of such a compilation 
for life insurance. For example, a company which has adopted 
the American Experience Table as a basis for mortality ex- 
perience desires to sell a one-year term policy at age 35 for 
$1,000. By looking at the table, the company finds that of 
81,822 persons aged 35, 732 are likely to die during the year, 
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TABLE 7. AMERICAN EXPERIENCE TABLE OF MortTALITy 


DN ———————————————————————eeee 


Yearly Yearly 
Age | Number] Number | Probability ||Age | Number Number | Probability 
Living Dying of Dying Living Dying of Dying 
10 | 100,000 749 .007490 53 | 66,797] 1091 .016333 
it || Soil 746 .007516 54} 65,706] 1143 .017396 
12 | 98,505 743 .007543 55 | 64,563] 1199 .018571 
13 | 97,762 740 .007569 56 | 63,364} 1260 .019885 
14 | 97,022 737 .007596 57} 62,104} 1325 .021335 
15 | 96,285 735 .007634 58 | 60,779 | 1394 .022936 
16Re 955550 732 .007661 59 | 59,385} 1468 .024720 
17 | 94,818 729 .007688 60 | 57,917} 1546 .026693 
18 | 94,089 727 .007727 61 | 56,371] 1628 .028880 
19 | 93,362 725 .007765 62 | 54,743 | 1713 .031292 
20 | 92,637 723 .007805 63 | 53,030} 1800 .033943 
21 | 91,914 722 .007855 64 | 51,230 1889 .036873 
22} 91,192 721 .007906 65 | 49,341} 1980 .040129 
23 | 90,471 720 .007958 66 | 47,361} 2070 .043707 
24 | 89,751 719 .008011 Of 4522912158 .047647 
25 | 89,032 718 .008065 68 | 43,133 | 2243 .052002 
26 | 88,314 718 .008130 69 |} 40,890} 2321 .056762 
27 | 87,596 718 .008197 70} 38,569] 2391 .061993 
28 | 86,878 718 . 008264 71 | 36,178} 2448 .067665 
29 | 86,160 719 .008345 12 || SS fKO |) 2AEST .073733 
30 | 85,441 720 .008427 13.\ Bol 2452505 .080178 
31} 84,721 721 .008510 74 | 28,738] 2501 .087028 
32 | 84,000 723 . 008607 (Sy || PAS PRI || DES .094371 
SouleCon zat 726 .008718 LOWE Se Olena sal .102311 
34 | 82,551 729 .008831 UG \\ ZA SO || Beco . 111064 
Son Ole 732 .008946 78 | 18,961} 2291 . 120827 
36 | 81,090 Hest . 009089 79 16,670 | 2196 . 131734 
37 | 80,353 742 .009234 80 | 14,474] 2091 . 144466 
38 | 79,611 749 . 009408 81 | 12,383) 1964 . 158605 
39 | 78,862 756 .009586 82 | 10,419] 1816 .174297 
40 | 78,106 765 .009794 83 8,603 | 1648 .191561 
41 |} 77,341 774 .010008 84 6,955 | 1470 . 211359 
42 | 76,567 785 .010252 85 5,485] 1292 .235552 
ASB eon soe 797 .010517 86 4,193} 1114 . 265681 
44 | 74,985 812 .010829 87 3,079 933 . 303020 
45 | 74,173 828 .011163 88 2,146 744 . 346692 
46 | 73,345 848 .011562 89 1,402 355 . 395863 
47 | 72,497 870 .012000 90 847 385 .454545 
48 | 71,627 896 .012509 91 462 246 . 532466 
49 | 70,731 927 .013106 92 216 137 . 634259 
50 | 69,804 962 .013781 93 79 58 . 734177 
51} 68,842] 1001 .014541 94 21 18 .857143 


52 | 67,841] 1044 .015389 35 3 3 1.000000 
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and that the theoretical total cost for 81,822 persons aged 35 
purchasing $1,000 one-year term policies is $732,000. By divid- 
ing the $732,000 among the 81,822 persons, the company can 
approximate the mortality charge to be made per person for 
one-year term insurance. If the company desires to sell a two- 
year term insurance policy to a person aged 35, the company 
knows that there will be paid $732,000 plus $737,000, the 
figure for age 36, or a total of $1,469,000. This amount must 
also be divided among the original 81,822 individuals. 

Since life insurance premiums are paid in advance, a fur- 
ther factor must be considered. As stated in the preceding 
paragraph, the mortality cost of a one-year term policy for 
$1,000 at age 35 to each contributor may be determined by the 
following method: $732,000 ~ 81,822 = $8.946. 

However, since the premium is paid in advance, the amount 
of $8.946 is not the actual mortality cost. The money paid by 
the insured in advance would earn interest and theoretically 
death claims are assumed to be paid at the end of the year. 
If the assumption is made that the insurance company earns 
3% interest on money, at the end of the year it would have 
$732,000, plus $21,960 which equals $753,960. The latter 
amount is more than necessary to meet the death claims. The 
insurance companies should not demand $732,000 in advance 
from the 81,822 contributors, but such an amount as would 
equal $732,000 at the end of the year if invested at 3%. 

In order to understand how this amount is determined, the 
effect of compound interest on money invested must be men- 
tioned. If $1.00 were invested at 3% interest, at the end of 
the first year the value of the investment would be $1.00 plus 
$.03, or $1.03. If the accumulated money, that is, $1.03, were 
reinvested at the same rate of interest, the value of the invest- 
ment at the end of the two years would be $1.03 X 1.03, 
which equals $1.0609. If the investment, that is, $1.0609, were 
again reinvested at the same rate of interest, the value of the 
amount would be $1.0609 X 1.03, which equals $1.0927. Table 
8 will show the value of $1.00 accumulated at 3% at the end 
of various years. 

Suppose it is desired to know what amount must be invested 
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to accumulate to $1.00 at the end of the first year, if the money 
is invested at 3% interest. From the table shown, if $1.00 
were invested at the beginning of the year at 3%, the accumu- 


Taste 8. Amount To Wuicu $1.00 AccumuLATES AT 3% AFTER 
Enp or Various YEARS 


Year Year Year 

1 $1 .0300 Mil $1. 8603 Al $3.3599 
2 1.0609 22 1.9161 42 3.4607 
3 1.0927 DS 1.9736 43 3.5645 
4 1at255 24. 2.0328 44. 3.6715 
5 1.1593 DS 2.0938 45 3.7816 
6 1.1941 26 2.1566 46 3.8940 
7 1.2299 Dif DING 47 4.0119 
8 1.2668 28 2.2879 48 4.1323 
9 1.3048 29 2.3566 49 4.2562 
10 1.3439 30 2.4273 50 4.3839 
11 1.3842 31 2.5001 

12 1.4258 32 DARIN 

13 1.4685 33 26525 

14 1.5126 34 2.7319 

15 1.5580 35 2.8139 

16 1.6047 36 2.8983 

17 1.6528 37 2.9852 

18 1.7024 38 3.0748 

19 1S 1585 39 3.1670 

20 1.8061 40 3.2620 


lated amount would be $1.03. Therefore, if the accumulated 
amount will be $1.00 at the end of the year, the value at the 
beginning of the year is $1.00 + 1.03, or $.970874. This can 
be proved arithmetically as follows: $.97084 * 1.03 = $1.00. 
Similarly, if it is desired to know what amount invested at 3% 
for two years will amount to $1.00, it may be obtained thus: 
$1.00 = 1.0609 = $.942596. 

The amount invested at the beginning of the period is 
called the present worth. Table 9 shows the present worth or 
value required to be invested at the beginning of a year for a 
term of years, which accumulates to $1.00 at the end of the 
term if the interest rate is 3%. 

By the use of a mortality table and an interest table, the 
various life insurance companies can determine the mortality 
cost to be charged for any policy. If the insurance company, 
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under a one-year term policy at age 35, were required to pay 
$732,000 at the end of the year, based upon the American 
Experience Table, the amount required to be paid in advance, 


TABLE 9, PRESENT WortH oF INITIAL INVESTMENT TO ACCUMULATE 
To $1.00 at THE Enp or a TERM oF YEARS AT 3% 


Year Year Year 

1 $.970874 Vil $.537549 41 $. 297628 
yy, 942596 MOE . 521893 42 . 288959 
3 .915142 23 . 506692 43 . 280543 
4 . 888487 24. .491934 44 SPMD, 
5 . 862609 25 .477606 45 . 264439 
6 . 837484 26 .463695 46 . 256737 
7 - 813092 Dif -450189 47 249259 
8 . 789409 28 .437077 48 . 241999 
9 . 766417 29 424346 49 - 234950 

10 . 744094 30 .411987 50 . 228107 

11 i242 31 . 399987 

12 . 701380 32 . 388337 

13 .680951 33 . 377026 

14 .661118 34 366045 

15 641862 35 - 355383 

16 . 623167 36 . 345032 

17 . 605016 37 . 334983 

18 . 587395 38 . 325226 

19 . 570286 39 . 315754 

20 . 553676 40 . 306557 


if the assumed rate of interest was 3%, would be as follows: 
$732,000 = 1.03 or $732,000 X .970874, which equals $710,- 
679.768. If this amount were distributed among 81,822 people, 
the cost of mortality at age 35 for a one-year term policy 
would be $710,679.768 — 81,822 = $8.686. 

If the insured should desire a five-year term policy at age 35, 
the cost of mortality would be determined as follows: 


Due at End Present Value Death Present Value 
of of Claims of 

Year $1.00 Payable Death Claims 

1 LE RR ORICEOM RO CRIS ORCS CHRON $.970874 X $732,000 = $ 710,679.768 

Dr Mela dave taisterstais tie eis Clore 942596 & 737,000 = 694 693.252 

OP AO IO SERS 915142 & 742,000 = 679 035.364 

(A as Birt rity AS CN Sa .888487 & 749,000 = 665,476.763 

Dae cto Pade Seren tahoe ataheh ose .862609 X 756,000 = 652,132.404 


Total present value of death claims during the entire  =——-————_— 
JONAS YI heath cds Or a OIE Oa PRIOR IRCIOR CITE ACO Occ $3,402 017.551 
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If $3,402,017.551 is divided by 81,822, the number living 
at the beginning of the period, the result, $41.578, represents 
the net cost of a five-year term policy at age 35. This can be 
arithmetically represented as follows : $3,402,017.551 = 81,822 
= $41.578. 

The mortality cost computed on the theory that the con- 
tribution is made by the insured in one sum instead of annually 
is called the net single premium. The procedure outlined above 
can be used to determine the net single premium for the whole 
life policy at any age. 

Computation of Net Single Premium for Endowment In- 
surance.—In order to calculate the net single premium for the 
endowment policy, two factors must be considered: (1) pay- 
ment of the claims at any time that death occurs; (2) payment 
to insured if he is living at the end of the insured period. 

Therefore, the following must be considered in order to 
compute the net single premium endowment policy: (1) the 
cost of paying death claims; (2) the cost of paying the prin- 
cipal sum to the insured, if he is alive, at the end of the period. 


Net Annual Premiums.—As is well known, the usual custom 
is not to pay the premiums in one sum but rather to pay these 
premiums annually. For example, when an insured pays his 
premium annually, under a term policy, he usually pays an 
equal sum of money over equal periods of time and the prin- 
cipal is payable in case of death. To calculate the net annual 
premium, assume that a man aged 35 desires a five-year term 
policy. The following death payments will be made: 


Aye 'SS Jasenacwwhinds eee Oe ee $732,000 
BOn i cusche pc ala ae ea ee eee 737,000 
BTSs ce ee eee nae or 742,000 
Lee ee a” Neer 749 ,000 
69 aus gc 7h ee A ee 756,000 


Regardless of whether the insured pays his premium in one 
lump sum or annually, the insurance company must receive in 
contributions an amount that will pay all future death claims. 

Assume that an insured, aged 35, pays a premium of $1.00 
annually instead of paying his premium in one lump sum. Also 
assume that the interest rate is 3% and the insured desires 
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such an amount of insurance that can be purchased for a $1.00 
annual premium. The premiums paid to the insurance company 
over five years would be as follows: 


Age Number Paying Amount Paid 
SNS COO CO DORE ae ane 81,822 $81,822 
SORES rae pe eee ees lanle wes Fee as 81,090 81,090 
Oe re eer ee ei ocatalapsle eave Sek 80,353 80,353 
SEN LEO ACH. tort EY OIC aot ee ee 79,611 79,611 
SO en fe 78,862 78,862 


The value of all these payments to the life insurance com- 
pany, if they were contributed at the beginning of age 35 
instead of annually, assuming that the money is worth 3%, 
would be: 


81,822 X $1.000000 = $ 81,822.00 
81,090 X  .970874 = 78,728.17 
80,353 X  .942596 = 75,740.42 
79.611 X 915142 = 72,855.37 
78,862 X  .888487 = 70,067.86 

$379,213.82 


If this amount were divided among the 81,822 living at 
age 35, the amount contributed by each would be $379,213.82 
+ 81,822 = $4.635. That is, instead of paying $1.00 annually 
to meet the mortality cost for a certain amount of insurance 
for five years, the policyholder could contribute $4.635 at age 
35 in one premium, and obtain the same amount of insurance. 
Since a net single premium of $4.635 is equivalent to an annual 
contribution of $1.00 paid for five years, a net single premium 
of $41.578 (which, incidentally, is the net cost of a five-year 
term policy at age 35 for $1,000) has for its equivalent an 
annual net premium found as follows: $41.578 = 4.635 = 
pol 

The net premium paid annually in place of a net single 
premium is called the net level premium. 


Loading for Expenses.—Up to this point, the determination 
of the cost of mortality only has been considered. In addition 
to this cost, the element of expense in conducting the business 
must also be considered. Important factors considered in the 
expense of conducting the business are as follows: 
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1. Commissions, that is, the amount paid to agents who write 
the business. 

2. Medical examination and inspection report. 

3. Administration, that is, the cost of conducting the home 
office and branch office. 

4. Investment expenses. 


First Year’s Reserve.—A very difficult problem that some 
life insurance companies have had to consider is how to provide 
themselves with sufficient money to meet the expenses and 
reserves required for the first year of a policy written on the 
annual premium plan. This problem does not concern the com- 
pany with sufficient accumulated surplus. The principal reason 
for the difficulty is that commissions and the other acquisition 
expenses may amount to 80% of the first year’s premium. 
There is not sufficient balance to set up an adequate reserve. 
Theoretically, the company is in difficulty if a surplus has not 
been previously accumulated. To avoid this difficulty the in- 
surance companies have been permitted by law to introduce 
the following plans to meet the problem of the first year’s re- 
serves: full preliminary term, modified preliminary term, and 
select and ultimate plan. 


Full Preliminary Term.—Under this method every insur- 
ance policy is considered in effect to be two insurance policies: 
a term policy for one year at the age of the insured, and then a 
regular insurance policy, assuming that the insured is one year 
older. No reserve is required at the end of the first year of the 
policy on the one-year term policy as the policy has theo- 
retically expired. Under this method the insurance company 
need not, therefore, provide for any reserve whatsoever at the 
end of the first year of the policy. The first year premium can 
be used for mortality cost for a one-year term policy and the 
balance can be used to pay expenses. Policies with higher 
premiums at the same age will give the company more money 
to spend for expenses. A company, therefore, might prefer to 
issue an endowment policy rather than a whole life policy. This 
condition might lead to abuse, especially in connection with 
endowment policies, enabling the companies to spend. much 
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more than is necessary. To avoid this undesirable situation, 
the second plan is used. 


Modified Preliminary Term.—Under this plan the full pre- 
liminary term is permitted for policies for which the premium 
charged is not in excess of the premium charged for a 20- 
payment life policy. 


Select and Ultimate Plan.—Experience indicates that the 
lives of those who are examined for insurance have shown 
much better experience than that indicated by the American 
Experience Table. A special table based upon experience of 
examined lives has been prepared. It indicates lower mortality 
for the first five years than those required by the American 
Experience Table, though after five years the benefits due to 
medical examination are apparently unimportant. The insur- 
ance companies are permitted to set up their reserve on the 
basis of this table, and the balance of the premium can be used 
for mortality cost and expense. This plan is known as the 
select and ultimate method. 


Reserves under Life Insurance Policies.—When a man 
purchases a one-year term policy, a portion of the premium is 
paid for the cost of mortality and the balance is used for ex- 
penses. Theoretically, there are no funds available at the end of 
the year. On the other hand, when an insured purchases a 
policy for a longer period, paying the premium annually, the 
entire premium is not used up in the earlier years for mor- 
tality cost and expenses. The annual premium plan enables the 
insured to pay the same rate throughout the premium-paying 
period. In the earlier years the premium plus the interest earn- 
ings is more than sufficient to meet expenses and the death 
claims. The excess is used to meet the deficit, which occurs 
later, between the amount paid by the insurance company for 
expenses and death claims, and the sum it receives in premiums 
and interest earnings. 

Table 10 illustrates the net amounts collected annually under 
a $1,000 five-year term policy, age 35, rate of interest 3%, the 
death claims paid each year, and the balance remaining at the 
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end of each year to help pay future death claims. The balance 
is known as the reserve. 


TapLe 10. RESERVE UNDER A Five-YEAR TERM POLIcy 


3%, $1,000 Insurance. Age 35. 


Yrs. | Number Net Total Premiums Reserve Plus 
Ins. | Living | Annual Paid Reserve Premiums 
Premium 


ee 


1 81,822 | $8.971 $734,025.162 |$ = $ = 

yD, 81,090 8.971 727,458.39 24,045.91686 | 751,504.30686 
3 80,353 8.971 720,846.763 | 37,049.43606 | 757,896.19906 
& 79,611 8.971 714,190.281 | 38,633.08503 | 752,823.36603 
5 78,862 8.971 707,471.002 | 26,408.06701 | 733,879.06901 


Interest on Reserves Death 
and Premiums Total Fund Claims Balance 
$22,020. 75486 $756,045 .91686 $732,000 $24,045 .91686 
22,545.12920 774,049 .43606 737,000 37 049 .43606 
22,736.88597 780,633 .08503 742,000 38 ,633 .08503 
22,584.70098 775,408 .06701 749 ,000 26,408 .06701 
22,016.37207 755,895 .44198 756,000 *Less 104.56 


* Less because computation not carried out to sufficient decimals. 


The amount of reserve depends upon the following factors: 


1. TypEe or Poticy.—The rate of premium varies for the 
same amount of benefit according to the type of policy, that is, 
term, endowment, limited payment, or ordinary life policy. 
The type of policy requiring the largest premium for $1,000 
of insurance at any given age will make available the largest 
reserve. Table 11 illustrates the reserve for various types of 
policies. 

2. AMOUNT oF INSURANCE.—The premium increases pro- 
portionately with the amount of insurance for the same type of 
policy. The purchase of a policy for $20,000 costs twenty 
times that of a $1,000 policy. In other words, there must 
be a proportionate increase in reserve to meet the future lia- 
bility. 
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TABLE 11. Comparison oF TERMINAL RESERVES ON DIFFERENT 
PoLicrEs 


American Experience. 3%, $1,000 Insurance. Age 45. 


Naan : ; " 20-Year 20-Year 
ze Ord. Life Ord. Life Ord. Life | Endowment Term 
Wakae (Single (Continuous (20 Insurance (Continu- 

Bes Premium) | Premiums) | Premiums) | (Continuous ous 

Premiums) | Premiums) 

1 $ 514.30 $ 19.61 $ 27.62 $ 35.48 $ 7.08 
2 524.23 39.65 56.00 72.05 14.05 
3 534.37 60.12 SOR 109.78 20.89 
4 544.70 80.98 didSeis 148 . 66 Bil xl 
5 SW) LH 102.20 145.86 188.73 33.83 
10 609.92 212.62 Slo 408.62 57.78 
20 723.24 441.35 723.24 1,000.00 00.00 
25 776.73 549. 34 776.73 

30 824.93 646.62 824.93 

40 909.51 817.34 909.51 

50 970.8 941.21 970.87 


3. LENGTH OF TIME THE Poticy Is 1n Force.—The re- 
serve must increase according to the length of time the policy 
is in force. This is illustrated in Table 12. 


TABLE 12. TERMINAL RESERVE 


American Experience. 3%, $1,000 Insurance. Age 45. 


Year Ord. Life Year Ord. Life 
of (Continuous of (Continuous 
Insurance Premiums) Insurance Premiums) 
1 $ 19.61 10 $ 212.62 

2 39.65 20 441.35 

3 60.12 30 646.62 

4 80.98 40 817.34 

5 102.20 50 941.21 

51 1,000.00 


4, Tue Insurep’s AcE.—The older the policyholder is 
when he purchases a specific type of policy, the greater is the 
mortality hazard, and therefore, the higher is the premium 
charged. This means in turn (with the exception of term in- 
surance) that for an older person there must be a different 
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reserve accumulated for the same number of years a policy is 
in force than for a younger person. 


5. Tue AssuMED Rate or INTEREST.—The higher the as- 
sumed interest earnings, the lower will the reserve be to meet 
future death claims. This can be illustrated by Table 13. 


TasLE 13. COMPARISON OF TERMINAL RESERVE ON ORDINARY 
Lire Po.LiciEes 


American Experience, $1,000. Age 45. At different interest rates. 


Year of 1 
Insurance 3% 374% 4% 
1 pe ONO $ 18.38 SS GRE! 
2 39.65 Sie2s 34.98 
3 60.12 56.55 53e22 
4 80.98 76.32 71.95 
5 102.20 96.48 91.12 
10 212.62 202.47 192.85 
20 441.35 426.90 412.91 
30 646.62 633.22 620.02 
40 817.34 808.42 799.49 
50 941.21 937 . 84 934.42 
51 1,000.00 1,000.00 1,000.00 


Assessment Insurance.—It has been contended that if a 
large number of individuals were insured, it would not be neces- 
sary to provide different rates for the various ages and no at- 
tention need be given to rate making. It is claimed that there 
could be collected annually from each member of the group, 
no matter what his age, a fixed sum, equal for all, to meet the 
cost of mortality. Such a method, known as assessment insur- 
ance, is utilized by a number of organizations. 

The theory of assessment insurance does not seem to work 
in practice. It assumes a large number of members, whereas 
the assessment associations always have limited numbers. The 
result is that as the members grow older the annual cost of 
insurance does not remain constant but increases. Young mem- 
bers are constantly sought, but young men do not believe that 
they should be required to pay the cost of mortality of the 
older members of the organization. The result is that this type 
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of organization tends to become insolvent after a period of 
years. 


Fraternal Insurance.—The insurance plans of fraternal or- 
ganizations were also originally based on the assessment plan, 
and the past history of many fraternals has been difficult. Their 
method of organization is as follows: Through paid solicitors, 
and in some cases through voluntary solicitors, lodges are 
formed. The lodge offers the members social life as well as 
life insurance. In the past, many of these organizations with 
rates based on the assessment plan were forced into liquidation. 
To overcome difficulties the fraternal organizations jointly de- 
veloped a special actuarial table known as the National Fra- 
ternal Congress Table. Some fraternals have adopted this table. 
Legislation has also been passed requiring fraternals which 
have not adopted a standard table to improve their reserves until 
such time as they are actually solvent. 

Since the purpose of fraternal life insurance is to take care 
of dependents, it has been the custom of these organizations to 
issue only ordinary life insurance contracts. In order to meet 
the competition of stock and mutual life insurance companies, 
however, many of them now also issue various other forms of 
policies. 

Savings Bank Insurance.—In view of the fact that many 
industrial employees also are depositors in savings banks, it has 
been contended that the savings bank should be permitted to 
issue life insurance in order to meet the needs of industrial 
workers. This form of insurance, known as savings bank life 
insurance, is available in two states, Massachusetts and New 
York. The first state to introduce this form of insurance was 
the state of Massachusetts. Insurance in that state is available 
through the insurance departments of the banks, which issue 
the principal standard forms of insurance policies and annui- 
ties. The policy provisions are similar to those found in the 
contracts of life insurance companies. However, the non- 
forfeiture provisions are more liberal, as the cash value of the 
full reserve is allowed at the end of six months and loans at the 
end of one year. Under the Massachusetts plan the largest 
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amount of insurance which can be obtained by one person from 
any one bank is $1,000. The maximum annuity available is 
$200 per annum. This amount is available in each bank which 
is permitted to issue savings bank life insurance. It is not neces- 
sary for the applicant to go to each bank, as an arrangement 
can be made whereby any one bank can handle the entire insur- 
ance application and distribute the total amount among the 
different banks. 


The New York law is similar to the Massachusetts law, sub- 
ject to several variations. The differences between these laws 
are: 


1. In New York State the Superintendent of Insurance is 
charged with a large part of the responsibility in ad- 
ministering the plan, whereas in Massachusetts the plan 
is controlled by a board of trustees appointed by the 
governor. 


2. The total amount of insurance and the amount of annuity 
that can be issued by each bank is the same under both 
laws. However, under the New York law, no savings 
and insurance bank can issue a policy to any applicant 
who has already obtained from other savings and insur- 
ance banks $3,000 life insurance, exclusive of dividends 
and profits. 

3. Under the New York law the policy must contain a pro- 
vision which reads as follows: “The only assets of this 
bank which are liable for and applicable to payment and 
satisfaction of the liabilities, obligations and expenses 
of the insurance department of this bank are the assets 
of the insurance department of this bank.” In Massa- 
chusetts there is no such requirement, but the policies 
contain the following statement: “The assets of the In- 
surance Department of the Bank and the General Guar- 
anty Fund as provided for by statute are liable for any 
obligation incurred by the bank on account of this 
policy.” 
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Before purchasing a savings bank life insurance policy, the 
prospective policyholder should consider the need for inde- 
pendent advice concerning the policy form and provisions. The 
cost of such advice should be added to the premium charged by 
the savings bank. In addition, independent advice may be neces- 
sary during the policy period in order to solve problems arising 
from changes in the personal and financial condition of the 
policyholder. 


CHAPTER 4 
FIRE INSURANCE 


Origin of the Standard Policy.—The annual fire loss in 
the United States is a stupendous sum. In view of these large 
losses it is not surprising that the premiums paid for fire insur- 
ance amount to many millions of dollars annually. 

Formerly, each insurance company issued its own policy 
form, and therefore the different companies had different pro- 
visions in their policies. The variations in policy provisions 
caused many losses to be referred to court decision, and in each 
case an interpretation of the policy was necessary to determine 
whether the loss was included under that particular contract. 
This condition produced dissatisfaction. Finally the various 
legislatures began to take an interest in the provisions of the 
fire insurance policy. Legislation was enacted requiring certain 
provisions to be found in all fire insurance policies. The policy 
based upon these provisions is known as the standard fire in- 
surance policy. This policy with modifications is used practi- 
cally throughout the United States at the present time. The 
various provisions of the standard fire insurance policy have 
been determined by judicial decision and the policy itself is 
seldom modified. For the purpose of this chapter, references 
will be made to the present New York Standard form which has 
been in use since January, 1918. Forms used in some of the 
other states do not have exactly the same provisions as the New 
York standard form. An analysis of the New York State 
standard fire insurance policy may be based upon the following 
topics: 

1. The insured. 

2. Description of the property covered. 

3. Risk assumed by the insurance company. 

4. Procedure in connection with the adjustment of losses, 
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on 


. Contribution among the various insurance companies cov- 
ering the same property. 

Basis of valuation of losses, 

. Waiver. 

. Cancellation of the fire insurance policy. 

. Mortgage interests. 


Oo ONO 


The Insured.—Under the policy the insurance company 
assumes liability to a specified individual, partnership, or cor- 
poration. If the insured is an individual, the policy is not ter- 
minated by the death of the insured. The coverage is continued 
for the legal representatives of the insured. 

An insured may have guests at his home or employ ser- 
vants. If the property of the guests and servants is destroyed, 
the company would not be liable for their property. Coverage 
may be granted by endorsement by including household guests 
(excluding roomers and boarders) and servants as insured in 
the policy. _ 

A merchant may hold property in trust or consignment, or 
be legally liable for the stock that he does not own. Coverage 
is granted for property owned by the insured. In addition, by 
endorsement the policy can cover his interest in and legal liabil- 
ity for the property held in trust, or on commission, or on joint 
account with others, or on consignment, or for repairs, or in 
storage, or otherwise sold but not delivered or removed. 

Warehousemen who accept goods for storage from others 
may obtain a policy covering “as interests may appear.” This 
provision protects the owners of goods stored in the ware- 
house even though the names are not mentioned in the policy. 


Description of the Property.—The policy requires that the 
property and the place where it is located should be clearly de- 
scribed. In other words, the policy is limited to coverage at a 
specified place. The reason for this provision is that the rate 
charged depends upon the location as well as on the nature of 
the property. 

The statement that the property is insured only at a specific 
place permits of one exception, however. If a fire necessitates 
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the removal of property, protection continues at a proper new 
location for five days after removal of the property. 

Certain forms of property are not covered by the insurance 
policy, such as accounts, bills currency, deeds, evidences of 
debt, money, notes, and securities. The main reason for the 
exclusion is the difficulty in valuing such property and in prov- 
ing the loss. In addition, there is no coverage for bullion, man- 
uscripts, mechanical drawings, dies, or patterns unless specifi- 
cally endorsed on the policy. 

Three common forms used to describe property are known 
as: (1) the household furniture form, (2) the building form, 
and (3) the stock and fixture form. 


HousEHOLD FuRNITURE Form.—Property that may be 
covered by the household form is the personal property whether 
owned or purchased on any installment or credit plan by the 
insured or any member of the insured’s family, household 
guests (excluding boarders and roomers), or servants, or by 
others to whom the insured may be liable; and on improve- 
ments or betterments on that portion of the building occupied 
by the insured for dwelling purposes while contained in or 
attached to the building, additions, extensions, vaults, and 
yards at the specific location. 


BuILpInG Form.—Coverage under the building form in- 
cludes building, additions, and extensions attached thereto, 
vaults, boilers, engines, machinery, apparatus and permanent 
fixtures, sidewalks, fences and yard fixtures, and signs owned 
by the insured attached to the specific building. 

The form may exclude coverage for brick, stone, or con- 
crete foundations, piers, or other supports which are below the 
under surface of the lowest basement floor or, where there is 
no basement, which are below the surface of the ground. 


Stock AND Fixtures Form.—The coverage under the 
stock and fixture form applies as follows: 


1. The stock and merchandise, including supplies, ingredients 
therefor, and packages and packing materials. 

2. Furniture, fixtures, machinery, equipment, tools, office 
supplies, bullion, manuscripts, mechanical drawings, 
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dies, patterns, and all other personal property not de- 
scribed by the first provision. 


3. Improvements and betterments to the building. 


These articles are covered by the policy while contained in 
or attached to the building, additions, extensions, yards, and 
vaults situated at a specific location. 


CHATTEL Morrcaces.—From the underwriting point of 
view, an insured who owns personal property which is not en- 
cumbered with a chattel mortgage is generally regarded as a 
better risk than one who owns property which is subject to a 
chattel mortgage. The policy therefore provides that the com- 
pany is not liable for any damage to personal property encum- 
bered by a chattel mortgage. The company is liable, however, 
for loss or damage to any other property. 


PrERIoD OF CoVERAGE.—Liability is assumed from noon of 
the day on which the policy is to become effective and expires 
at noon on the date specified in the policy. In order to avoid 
any misunderstanding concerning the meaning of the word 
noon, the policy defines the word. The policy provides that the 
word “noon” means noon at standard time at the place where 
the loss or damage occurs. 


Risk Assumed by the Insurance Company.—The insurance 
company agrees to pay for any direct loss and damage by fire. 
If, as a result of the fire, certain property is damaged by smoke 
or by water or by any other agent incidental to the fire, such 
loss will also be paid. 

There are, however, certain limitations in connection with 
the obligation assumed by the insurance company to pay for 
the fire loss. These are: (1) change in conditions; (2) hazards 
not covered. 

CHANGE IN ConpiITIons.—The policy is written on the as- 
sumption that normal conditions will surround the property at 
the time of the fire, these conditions being known to the insur- 
ance company. The policy contract, therefore, provides that 
any of the following changes in conditions will make the policy 
void and of no effect during the existence of the changed con- 
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ditions, unless permission for such change is endorsed on the 
policy : 

1. Increase in Hazards. If the insured, by changing the 
physical conditions, should increase the hazard assumed by 
the insurance company, it may fairly be stated that the insured 
has violated his original contract and that the insurance com- 
pany should not be held liable. 


2. Other Insurance without the Consent of the Insurance 
Company. Suppose that the insurance company has issued a 
policy for a certain amount upon a property, and that the in- 
sured subsequently obtains additional insurance on the same 
property from other companies, the property may then be cov- 
ered for more than its value. If the property is overinsured, 
there may be a serious moral hazard. To avoid this hazard, the 
policy will be voided if other insurance is carried without the 
consent of the insurance carrier. 


3. Special Conditions. The presence of any of the follow- 
ing conditions increases the fire hazard beyond the normal: va- 
cancy or unoccupancy beyond 10 consecutive days; operations 
of a manufacturing establishment between 10 p.m. and 5 a.m. 
or discontinuance for more than 10 consecutive days; altera- 
tions and repairs of premises lasting longer than 15 days. 

If the owner is absent from the premises for long periods 
of time, there is danger of fire from malicious mischief. If 
operations are carried on at unusual hours, it is much more diffi- 
cult to cope with a fire than at the usual hours. If alteration 
repairs are carried on, access to the building is very incon- 
venient and the premises are littered with rubbish; thus there 
is greater chance of fire. 


4. Absence of Complete Ownership. The basic assumption 
made in fire insurance is that the insured has complete title to 
his property. The insurance company is not liable when the 
insured does not possess unconditional and sole ownership of 
the property, or, a building being insured, if it stands on ground 
not owned by the insured in fee simple, or if foreclosure pro- 
ceedings have been commenced by reason of any mortgage with 
knowledge of the insured. 
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5. Assignment before Loss. The policy provides that as- 
signment cannot be made before a loss occurs. The reason for 
this is that the insurance is given to cover property owned by a 
particular individual. In fact, a primary consideration upon the 
issuance of a fire insurance policy is that status of the owner. 
Therefore, if the policy could be assigned before the occurrence 
of a loss, insurance might be granted to an individual whom 
there was no intention to protect. The policy itself, however, 
may be pledged by the insured as collateral for a loan upon the 
property. There is no prohibition against this. It will be noted, 
also, that there is no prohibition against assignment after the 
loss occurs. The company. is then under obligation to pay; 
therefore, after a loss occurs, the insured may assign his right 
against the company. 


6. Fraud or Misrepresentation. The insurance company is 
not liable: (a) If the insured has concealed or misrepresented 
in writing or otherwise any material fact or circumstance con- 
cerning the insurance or the subject thereof. (b) In case of 
any material fraud or false swearing by the insured, touching 
on any matter relating to the insurance or the subject thereof, 
whether before or after the loss. 


Hazarps Not Coverep.—Losses due to certain circum- 
stances, are not covered. 


1. Invasion, Insurrection, Riot, Civil War or Commotion, 
or Military or Usurped Power, or by Order of any Civil Au- 
thority. If a fire occurs as a direct or indirect result of in- 
vasion, or if the property is destroyed by the act of civil au- 
thority to prevent fires from spreading, such risks cannot be 
assumed to be normal and are excluded by the policy. 


2. Theft. The policy provides that the insurance company 
shall be liable only for losses directly due to fire. If theft occurs 
as a result of fire, the company is not liable for the property 
stolen. 

3. Loss Due Solely to Explosion or Lightning. These two 
casualties are not considered to be fires. However, if a fire 
ensues after the explosion or the lightning, the insurance com- 
pany is liable for the losses caused by the fire. 
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4. Generation of Illuminating Gas, Presence of Explosives. 
These hazards are not considered normal to the average risk. 
The policy provides, therefore, that there is no liability for 
loss due to fire while illuminating gas or vapor is generated on 
the premises, or while there are on the premises of the insured, 
articles such as fireworks, gasoline, greek fire, phosphorous, ex- 
plosives, benzine naphtha, or any other petroleum product of 
greater inflammability than kerosene oil, gun powder exceed- 
ing 25 pounds, or kerosene oil exceeding 5 barrels. 

5. Fall of Building or Part of Building. The policy pro- 
vides that if a building or a material part of a building falls 
except as a result of fire the insurance ceases on the building 
and its contents. 

6. Neglect of Insured. The company is not liable for loss 
due to neglect of the insured to use all reasonable means to save 
and preserve the property at and after a fire or when the prop- 
erty is endangered by fire in neighboring premises. 


Procedure in Connection with the Adjustment of Losses. 
—If a loss occurs upon the insured’s premises, the policy does 
not permit him to abandon his property. He must use adequate 
means to protect the property properly against further loss. As 
soon as a loss occurs, the insured must perform the following 
duties: 


1. Notify the insurance company immediately in writing. 

2. Protect the property from further damage. 

3. Separate the damaged personal property from the per- 
sonal property that has not been damaged. 

4. Prepare a detailed inventory listing the property de- 
stroyed, property damaged, and the quantity, cost, and amount 
claimed. 

5. Furnish the insurance company with a proof of loss 
within 60 days after loss. This proof of loss contains the fol- 
lowing essential information based on knowledge and belief of 
the insured: 

(a) Time and origin of fire. 
(b) Interest of the insured in the property, as well as the 
interest of anyone else in connection with the property. 
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(c) The cash value of each item in the inventory and the 
amount of loss or damage claimed. 

(d) Encumbrances on the property. 

(e) Any other insurance carried on the property. 

(£) Any change in title since the policy was issued. 


The policy also provides for: 


1, EXAMINATION BY THE INSURANCE Company.—After a 
loss has occurred, the insured, under his policy, must exhibit 
the property to a representative of the insurance company, upon 
demand. In addition, if the insurance company so desires, the 
policyholder must submit to examination under oath and pro- 
duce all books of account, bills, and invoices, or certified copies 
if originals are lost. If required, the insured must produce 
verified plans and specifications of any buildings, fixtures, or 
machinery destroyed or damaged, for which the company is 
liable. 


2. APPRAISAL.—When a loss occurs, the insurance com- 
pany sends an adjuster to determine the amount of the loss. 
The value of the loss in accordance with the terms of the policy 
is the cash value ascertained with proper deductions for depre- 
ciation at the time of the loss. If the insurance company and 
the insured cannot agree on the amount of loss, the policy pro- 
vides for appointment of one appraiser by the insured and an- 
other by the insurance company. The appraisers should be com- 
petent and disinterested parties. At the time that the two ap- 
praisers are chosen, both appraisers must appoint an umpire. 
If the two appraisers cannot agree upon an umpire after a stip- 
ulated number of days, the insured or the company may request 
that an umpire be selected by a judge of a court of record in the 
state in which the property is located. If the appraisers cannot 
agree upon the value of the loss, the duty of the umpire is to 
determine the value and his decision is final. 


3. PAYMENT oF CLaim.—If there is an agreed proof of loss, 
and the valuation of the loss has been agreed on, the insurance 
company is required to pay within 60 days after the agreement 
has been reached. After a loss occurs the company’s liability 
is reduced. For example, if the policy was written for $10,000 
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and a $1,000 loss occurred, the company’s liability for a sub- 
sequent fire is $9,000. After a loss, however, the company may 
restore the policy to the original amount on the payment of an 
additional premium for $1,000 insurance for the balance of the 
time which the policy will remain in force. 


4. Suir.—lf the insurance company denies liability for any 
loss, the insured can sue within one year after the loss occurs. 


Contribution among Companies.—An insured may obtain 
his insurance from a number of insurance companies. If the 
insured has more than one policy covering his property, the 
standard fire insurance policy provides that there shall be con- 
tribution among the various insurance carriers in proportion to 
the amount of the respective policies whether valid or not and 
whether collectible or not. 

There is one difficulty in connection with contribution under 
fire insurance. An insured may have obtained various policies 
on his property, and the descriptions of the property, in these 
policies, may not be worded uniformly. For example, an in- 
sured may have covered his property as follows: A Fire Insur- 
ance Company, $250 on piano; B Fire Insurance Company, 
$1,250 on household goods. A loss of $100 occurred to the 
piano. The following problem arises: What shall be the con- 
tribution of each of the insurance companies in connection 
with its policy? Note that one policy covered the piano specifi- 
cally ; the other covered household goods. 

The argument has been advanced that if the insured covered 
his piano in one insurance company, whereas he covered his 
furniture in another insurance company, to demand contribu- 
tion based upon the entire amount of the policy in connection 
with the policy covering furniture would be unfair in case of 
loss of the piano. The insurance companies have attempted to 
make equitable rules to adjust such losses. Many of these rules 
have arisen as a result of judicial decision. However, the gen- 
eral principle underlying these rules is that, regardless of the 
method of contribution required from each insurance company, 
if the insured carries sufficient insurance he should be paid his 
full loss. For example, one method of settlement is first to re- 
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quire the company carrying the specific insurance to pay the loss 
on the property covered specifically, and if there is any unpaid 
balance, to require the company covering the property generally 
to pay it. There is but one way to avoid the situation, however, 
and that is to see that the property is described in exactly the 
same way in all policies. 


Basis of Valuation of Losses.—The policy of fire insurance 
is strictly one of indemnity. No attempt whatsoever is made to 
pay the insured for any loss of profits or for any loss that he 
may have suffered outside of the cash value of the property 
damaged at the time of the fire. Since the policy provides only 
for the cash value, the original purchase price of any article 
is not the determining factor in settling the loss. The only 
question to be considered refers to the property value less de- 
preciation at the time of loss. 

If the insurance company does not wish to pay the cash 
value, it is entitled to replace the property with like kind and 
quality within a reasonable time. Notice of intention to replace 
the goods must be given to the insured within 30 days after 
receipt of proof of loss. The insurance company rarely exer- 
cises that privilege, however, as it is rather difficult to deter- 
mine the meaning of the words “like kind and quality.” 

Property may have been destroyed, such as plumbing, which 
since the installation has become prohibited by ordinance. The 
insurance company is not required to pay for the costs of a fix- 
ture which will meet a new ordinance. All that the policy re- 
quires is that the value be determined in accordance with the 
cash value at time of loss. 

There are certain concerns which appraise properties and 
merchandise and fixtures. Their appraisals are a valuable aid 
to the insured in determining whether he is carrying sufficient 
insurance. It may be advisable for the insured to obtain an 
independent appraisal of his property as it will materially assist 
him in determining the amount of insurance necessary to pro- 
tect him adequately in case of a fire loss. 


Waiver.—The policy provides that the provisions cannot be 
waived except by an endorsement. The only ones usually au- 
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thorized to waive any provisions are the president, vice- 
president, secretary, or treasurer of the company. In spite of 
this provision, however, the courts have frequently held that, 
where the agent knew in advance of the violation of any of the 
provisions in the policy, it was the knowledge of the insurance 
company, and the insured was entitled to collect under his policy 
on the theory of waiver. 


Cancellation of the Fire Insurance Policy.—The policy 
provides that it may be terminated at the request of either 
the insured or the insurance company. The request by the 
insurance company may be due to the fact that it no longer 
desires to cover the type of property described in the policy or 
that it regards the risk as a physical or moral hazard. If the 
insurance company desires to cancel the policy, it must give the 
insured five days’ written notice in advance of the cancellation 
date. The insured is entitled to a pro-rata return of his pre- 
mium. For example, suppose the insured has a one-year policy 
upon which he has paid a premium of $50, and the insurance 
company desires to cancel the policy after the lapse of 146 days. 
The insurance company would be required to return to the 
policyholder 219/365 X $50, or $30. It is not necessary for 
the company to pay any unearned premium to the insured when 
the policy is cancelled by the company. The company must 
notify the insured, however, that he is entitled to the premium 
for the balance of the period that the policy would have con- 
tinued in force and that he can obtain the money on request. 

If the insured desires to cancel his policy, he may do so by 
giving notice to the insurance company. The cancellation date 
is fixed as the date on which the policy is returned to the com- 
pany or the agent. The insured is entitled to the unearned pre- 
mium but from the pro-rata amount a deduction is made. The 
reason for this charge is that once a policy is issued certain ex- 
penses have been incurred, regardless of whether the policy is 
or is not kept for the entire period. If the insured desires to can- 
cel his policy, he should pay a proportion of these charges. In 
order to meet this expense, special tables have been prepared 
which are used to compute the return of unearned premium. 
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These tables are known as the short-rate cancellation tables 
and are shown below and on the following page. 

To illustrate the use of this table, assume that an insured has 
a one-year policy which he cancelled at the end of 90 days. The 
premium that he originally paid was $30. In accordance with 
the short rate table for one-year policies, the rate of charge is 
40%. Therefore $12 is retained by the insurance company and 
the balance of $18 is returned as an unearned premium. 

For a policy written for more than one year but in force 
for less than one year, the earned premium is determined from 
the short-rate table for one-year policies by applying the per- 
centage shown in that table to the premium for one year at 
the annual rate. For term policies in force one year or more, 
fractions of a month not exceeding 15 days may be disre- 
garded. Fractions exceeding 15 days are counted as a full 
month. 


Mortgagee Interests.—If a loss is payable to a mortgagee, 
the company must give the mortgagee 10 days’ written notice 


Tasite 14. SuHort RATE TABLE FOR ONE-YEAR POLICIES 


Percentage Percentage Percentage 
Time, to be Time, Days to be Time, Days to be 
Days | Charged or Charged or Charged or 

Retained Retained Retained 

1 2% 19 16% 135 56% 

2 4 20 17 150 (5 mos.) 60 

3 5 25 19 165 66 

4 6 30 (1 mo.’ 20 180 (6 mos.) 70 

5 Uf 35 23 195 73 

6 8 40 25 210 (7 mos.) 75 

7 9 45 Dil 225 78 

8 9 50 28 240 (8 mos.) 80 

9 10 55 29 255 83 
10 10 60 (2 mos.) 30 270 (9 mos.) 85 
11 11 65 33 285 88 
12 11 70 36 300 (10 mos.) 90 
13 12 75 37 315 93 
14 13 80 38 330 (11 mos.) 95 
15 13 85 39 345 98 
16 14 90 (3 mos.) 40 360 (12 mos.) 100 
17 15 105 46 
18 16 120 (4 mos.) 50 


a a 
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Taste 15. Suort Rate TABLE FoR TERM POLICIES 
Percentage to be Charged or Retained 
rine 2-Year Policy | 3-Year Policy | 4-Year Policy | 5-Year Policy 
M th Written at Written at Written at Written at 
be de 134 Annuals 21% Annuals 314 Annuals 4 Annuals 
12 57 40 31 25 
13 ol 43 5x8) Dif 
14 64 45 S38) 28 
15 68 48 37 30 
16 71 50 38 31 
17 75 53 40 33 
18 79 55 42 34 
19 82 58 44 36 
20 86 60 46 38 
21 89 63 48 39 
De 93 65 50 41 
23 96 68 52 42 
24 100 70 54 44 
25 73 56 45 
26 75 58 47 
27 78 60 48 
28 80 62 50 
29 83 63 52 
30 85 65 53 
31 88 67 55 
32 90 69 56 
33 93 7fl 58 
34 95 73 59 
35 98 75 61 
36 100 77 63 
37 79 64 
38 81 66 
39 83 67 
40 85 69 
41 87 70 
42 88 72 
a 90 73 
a 92 75 
i 94 77 
a 96 78 
98 80 
48 100 81 
49 
50 ep 
$1 86 
52 88 
55 92 
56 94 
57 95 
60 100 
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of cancellation. If the insured fails to render a proof of loss, 
the mortgagee must render a proof of loss within 60 days after 
notice of failure of the insured to render the proof of loss. The 
mortgagee is then subject to the provisions as to appraisal, 
time of payment, and of bringing suit. The company must pay 
the mortgagee although there was a defense against the insured. 
The company is then subrogated to the extent of payment to 
the mortgagee’s right in the collateral to the mortgage debt. 
However, the right of subrogation cannot impair the mort- 
gagee’s right to sue on the mortgage. If the company desires, 
it may pay the mortgage debt and demand an assignment of 
the mortgage. 


The Binder.—The issuance of a policy may be delayed, 
either because the rate has not been determined, or because a 
special endorsement has to be drawn up, or for many other rea- 
sons. In this event it is customary to issue a form called a 
binder which obligates the insurance company as though the 
policy had already been issued. The binder is also used in many 
other branches of insurance. 

Provisions of the binder are: (1) the company assumes re- 
sponsibility until the policy has been issued or until twelve 
o’clock noon of the next business day after the risk has been 
declined by notice to the insured or the representative who dealt 
with the insurance company on his behalf; (2) if the address 
of the mortgagee or his representative is given, notice must be 
sent to that address in so far as the mortgagee is concerned; 
(3) the liability of the company is usually for a specified period, 
such as 15 days from the date of commencement of liability ; 
(4) if extension of time is endorsed on the binder the company 
is liable for a similar specified period from the effective date of 
the extension. 


Temporary Automatic Cover.—When an insured acquires 
property frequently, he may purchase a policy which automati- 
cally insures property as acquired. Automatic protection con- 
tinues for a definite period such as 60 days after acquisition. 
Coverage terminates after the stated period unless specific in- 
surance has been obtained for the newly acquired property. 
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A temporary automatic coverage policy is useful for banks 
and other concerns which desire protections for frequent pur- 
chases of property until additional insurance coverage is pur- 
chased. 


Valued Policy.—In the standard fire insurance policy previ- 
ously described, losses are determined upon the cash value of 
the property at the time of the fire. This form of policy is 
known as a non-valued policy. The laws of several states per- 
mit a valued policy determining the value in advance. 

The advantages claimed for the valued policies are as fol- 
lows: (1) The insured knows prior to any loss what he can 
obtain under his policy. (2) The insured, who may not be 
as skillful in determining losses as the insurance company, is 
not called on to help determine losses. (3) The insured does 
not have to concern himself with the fluctuating values of his 
property. 

Adverse criticisms are: (1) The theory of insurance, that 
the policy should be one of indemnity and not guarantee, is vio- 
lated. (2) The insured is practically forced to carry 100% in- 
surance on his property. (3) The moral hazard is increased by 
eliminating the principle of indemnity. 


Special Types of Policies.—Most policies cover property 
as at a specific place. In many cases the specific insurance policy 
does not meet the needs of those desiring fire insurance. In 
order to meet special needs, the following variations of the 
specific policy are used: the schedule, blanket, floater, and auto- 
matic insurance policies. 


1. SCHEDULE.—An insured may have very many proper- 
ties. It is possible to obtain a separate policy for each location. 
If there are many properties to be insured it might be cumber- 
some to handle numerous policies. Therefore, insurance com- 
panies may issue a single policy listing the various properties 
of the insured. An amount is stated in the policy covering pro- 
rata on each property as listed. 


2. BLANKET Poricy.—The insured may have located, near 
one another, a number of plants in which he keeps goods. He 
may not desire to insure the goods in each building separately. 
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To meet this situation, the insurance companies provide a 
blanket policy covering the goods in the various buildings. 

The fire insurance companies usually require a coinsurance 
clause, and in addition a pro-rata distribution clause. This lat- 
ter clause provides that the amount of insurance shall attach 
to the stock in or on each building in that proportion of the 
amount insured that the value of the property covered by the 
policy in or on each building shall bear to the value of all the 
property described in the policy. The meaning of coinsurance 
will be explained in this chapter. 


3. FLOATER.—Many individuals and manufacturing con- 
cerns have occasion to send their property from one point to 
another. For example, in the process of manufacturing an arti- 
cle, the raw commodities may be worked up in one factory, from 
which the partially completed goods must be sent to a second, 
and finally to a third to be completed. During the process of 
manufacture, the property is at various points. Under the 
floater policy the insurance company agrees to cover all prop- 
erty of the insured of certain kind or kinds, within certain 
geographical limits, with specified limit of amount at any one 
location. 


4. AUTOMATIC COVERAGE.—Where changes in stock at old 
or new locations are frequent and unpredictable, some merchants 
may obtain an automatic coverage policy. Chain store systems, 
for example, find it necessary to increase and decrease stocks 
and to add and abandon locations in their effort to attain maxi- 
mum net profit. Automatic coverage avoids excessive and in- 
adequate insurance by insuring all property acquired and by 
adjusting the premium to values reported periodically. 


Endorsements and Forms.—The standard fire insurance 
policy cannot meet all contingencies, and the insured may re- 
quire a wider coverage than that furnished by it. On the other 
hand, the insurance company may desire further to limit its 
liability. To meet these contingencies, a number of clauses and 
policies have been developed, either increasing or decreasing 
the liability of the insurance company. Various bureaus located 
in the United States issue rules regulating endorsements and 
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forms used in connection with fire insurance. Reference will 
be made to the important provisions, forms, and clauses as per- 
mitted or required by some bureaus. Many of these provisions, 
forms and endorsements are used in other lines of insurance. 


Consideration will be given to the following clauses and 


forms: 


Mortgagee 

Coinsurance 

Three-fourths value 

Three-fourths loss 

Building ownership waiver 

Alteration and repairs 

Electrical devices 

Electricity forbidding and permit- 
ting 

Lightning 

Civil authorities 

Inherent explosion 

Landlord’s furnishings 

No-control 

Unoccupied building 

Privileges granted 

Removal of goods 

Automatic sprinkler 

Stand pipe equipment 


Watchman and clock 
Extending coverage 

Transit 

Builder’s risk 

Demolition 

Charging for fire protection 
Extended coverage 

Errors and omissions 
Customs duties 

Consequential loss and damage 
Unearned premium 

Tuition fee 

Rental 

Leasehold 

Profits and commissions 

Use and occupancy 
Contingent use and occupancy 
Extra expense 

Multiple location 


Mortgagee Clause.—Mention has already been made of 


mortgagee interests. When a mortgage is employed to finance 
the purchase of a building, the mortgagor is required to protect 
the mortgagee against fire loss. The usual practice is for the 
owner of the building to obtain a policy in his own name, pay 
the premium, give the policy to the mortgagee, and retain the 
certificate referring to the policies. The insurance company 
will add an endorsement on the policy, known as the “mort- 
gagee clause.” This clause has the following general features: 


1. The loss is payable to the mortgagee to the extent of his 
interest. 


2. The mortgagee is not responsible for the actions of the 
mortgagor in violation of the policy and not within the 
knowledge of the mortgagee. 
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3. If the mortgagor does not pay the premium, the mortgagee 
may do so, 

4, The policy cannot be cancelled unless the mortgagee is 
given 10 days’ notice. 


Two forms of the mortgagee clause are available, the full 
contribution mortgagee clause and non-contribution mortgagee 
clause. These two forms have similar provisions except that the 
full contribution mortgagee clause provides that the insurance 
company is only liable for its proportion of loss with any other 
insurance carried on the property. Under the non-contribution 
clause the mortgagee is not concerned with any other insurance 
carried on the property as contribution is not required with any 
other insurance on the property. 


Coinsurance Clause.—One of the problems that the insur- 
ance companies have had to meet is that of making the insured 
purchase an adequate amount of insurance. The problem exists 
in fire insurance and in many other lines. The insured knows 
that the great majority of losses are partial losses, and the gen- 
eral tendency is to underinsure. In order to distribute equitably 
the cost of insurance among individual members of the com- 
munity and individual owners of property, the fire insurance 
companies have attached to their policy a clause known as the 
“‘Coinsurance” clause. According to one clause, rates are made 
on the assumption that the policyholder will insure 80% of the 
value of his property. For example, suppose a rate of 30 cents 
per $100 of insurance with the 80% clause is quoted on a build- 
ing valued at $50,000. This means that the rate has been de- 
termined upon the assumption that the insured will cover his 
building against loss by fire up to 80% of the value of the 
building or $40,000. In order to give the insurance company 
an adequate premium, the insured must pay to the insurance 
company an amount computed for $40,000 at 30 cents per 
$100, that is $120. Suppose that this same owner were per- 
mitted to purchase only $20,000 of insurance at the same rate, 
without the 80% clause. He would then pay a premium of $60. 
If others were to follow the same practice, the insurance com- 
panies would soon find themselves in a position where they 
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could not meet their claims, since the rates were based on the 
assumption that the insured would cover 80% of the value of 
the building. 

In an effort to secure equitable distribution of fire insurance 
and a fair premium contribution from each property owner, the 
various forms of coinsurance clauses now in use were devel- 
oped. Under the coinsurance clause, if the amount of insur- 
ance carried is not equal to a certain percentage of the value of 
the property at the time of loss, the owner of the property be- 
comes a coinsurer with the insurance company. The following 
examples explain the theory of coinsurance: 


TasLe 16. ADJUSTMENT 


(1) (2) (3) (4) (S) (6) (7) 
Insurance Per Cent Insurance 
Required of Any Company | Balance 
Cash | Insur- to Avoid Claim Loss Will of Loss, 
Value | ance | Coinsurance | Company Due Pay Owner 
of Car- Under Will Pay to Gees: Bears 
Property| ried 80% (Up to Face} Fire but not Him- 
Clause of Policy) more than self 
(80%ofCol.1)| (2 + 3) 2)) 
$ 50,000 |$10,000] $40,000 MSY, $5,000} $ 1,250 $ 3,750 
50,000 | 20,000 40,000 50% 5,000 2,500 2,500 
50,000 | 40,000 40,000 100% 5,000 5,000 none 
100,000 | 20,000 80,000 DS, 40,000 10,000 30,000 
100,000 | 20,000 80,000 25% 80,000 | 20,000 60,000 
100,000 | 20,000 80,000 25% 90,000 | 20,000 70,000 


If a small loss occurs, the expense necessary to prepare an 
inventory to determine the exact amount of insurance that 
should have been carried might be unwarranted. If the insured 
had a stock of $50,000 and a $500 loss occurred, it would be 
unfair to require the insured to prepare an inventory to deter- 
mine the value of the stock on hand at the time the fire oc- 
curred, in order to ascertain whether the insured complied with 
the coinsurance clause. Therefore, the coinsurance clause may 
provide that if the loss is less than a stipulated percentage of the 
insurance, for example 5%, and totals less than a stipulated 
amount, for example, $10,000, it is not necessary to prepare a 
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special inventory or appraisement of the property which has not 
been damaged. 


Three-fourths Value Clause.—In contrast to the coinsur- 
ance clause, the three-fourths value clause provides that recov- 
ery by the insured shall in no case exceed 75% of the cash value 
of the insured property at the time of loss. Partial loss up to the 
75% value, however, is paid in full. The purpose of this clause 
is to decrease the moral hazard. 


Three-Fourths Loss Clause.—Under this clause the insur- 
ance company is liable only for three-fourths of the value of 
the loss. The purpose of this clause is also to reduce the moral 
hazard, as the insured knows in advance that in case of a loss 
he will have to suffer 25% of the loss himself. 


Building Ownership Waiver.—The policy limits liability in 
connection with ownership of real property. The building own- 
ership waiver clause, however, provides that the policy will not 
be invalidated under the following circumstances: if the build- 
ing insured or any part is mortgaged; if foreclosure proceed- 
ings commenced or notice of sale be given by virtue of any 
mortgage or trust deed; if a contract is executed or delivered 
for the sale of the building; if the interest of the insured is 
other than unconditional or sole ownership; if the building 
stands on leased ground or on ground not owned by the in- 
sured in fee simple. 


Alterations and Repairs.—The standard policy excludes 
liability if there is any increase in hazard. It may happen that 
a building may require some alteration and repairs for an ex- 
tended period. In order to meet this situation the permit for 
ordinary alteration and repairs endorsement may be attached to 
the policy. This allows the insured to make ordinary altera- 
tions and repairs and covers in addition all materials and sup- 
plies used for the alteration and repairs job. The form, how- 
ever, does not cover reconstruction or enlargement of the prop- 
erty. If the insured finds it necessary to make extraordinary 
alterations and repairs, an endorsement may be attached to the 
policy giving this permission. It is similar to the permit for 
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ordinary alterations and repairs endorsement. There may be a 
time limit of 60 days on the endorsement, and in that event, if 
the insured desires additional time, an increased premium may 
be charged. 


Electrical Devices Clause.—This endorsement provides 
that the company is not liable for electrical injury or disturb- 
ance to dynamos or similar appliances unless fire ensues and 
then the liability is limited to the damage caused by fire. 


Electricity Forbidding and Permitting Clause.—Poiicies 
may be endorsed prohibiting the use of electricity unless per- 
mission is granted by the company. Permission for the use of 
electricity is granted by the “electricity forbidding and permit- 
ting clause’ which provides that where the equipment is owned 
or controlled in whole or in part by the insured, a certificate 
must be obtained from the bureau of which the insurance com- 
pany isa member. No alterations are permitted unless notice is 
given to the bureau. 

By another clause, permission is granted to use electricity 
and to make alterations in and additions to the equipment. 


Lightning Clause.—The standard fire insurance policy con- 
tains a clause that the company is not liable for loss due to light- 
ning unless fire ensues and then for the fire loss only. The pol- 
icy may be endorsed to provide coverage against loss due to 
lightning, which does not cover liability for damage caused by 
cyclone, tornado, or windstorm. If there is fire insurance cov- 
erage by other companies the company is liable pro rata with 
the other companies for any loss due to lightning whether or not 
the other insurance covers lightning loss. 


Civil Authorities Clause.—The fire insurance policy does 
not cover loss due to the action of civil authorities. However, 
by endorsement the policy will cover acts of destruction ex- 
ecuted by duly constituted civil authority at the time and only 
during a conflagration when necessary for the purpose of re- 
tarding the conflagration. 


Inherent Explosion Clause.—As stated previously, the cov- 
erage of the policy excludes loss for explosion in the absence of 
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fire. The policy, however, may be endorsed to cover explosions 
resulting from the hazard inherent to the occupancy, as illus- 
trated by chemical risks. 

The inherent explosion clause covers loss caused. by explo- 
sion occurring in the structure covered by the policy or contain- 
ing the property of the insured or caused by explosion occurring 
in any part of the plant or the buildings covered by the policy 
or the structures containing the property covered, provided the 
explosion results from the hazards inherent in the occupancy or 
operations as conducted therein and not otherwise. 

If there is any other fire insurance or explosion insurance, 
the company is only liable pro-rata for such other insurance - 
whether such other insurance covers explosion or not. 

Liability is excluded for loss or damage resulting from the 
explosion or rupture of steam boilers and pipes or containers 
connected therewith, apparatus for heating or lighting build- 
ings or preparing food therein; and similarly, no liability at- 
taches for loss from flywheels, power wheels, and engines or 
other apparatus for applying or transmitting motive power and 
machinery connected therewith or operated thereby. However, 
if fire ensues, the company is liable for loss or damage by fire 
only. 


Landlord’s Furnishings Clause.—A landlord is protected 
by his policy covering the real property for the loss and damage 
to his building. He may have, in addition, fuel on the prem- 
ises, carpets, and various other materials stored in the build- 
ing. Coverage can be obtained by the attachment of the land- 
lord’s furnishings clause. The endorsement covers property 
which belongs to the insured, that is, as building landlord and 
not as the tenant, and actually used for the maintenance of 
the building. The property usually covered includes hose 
and other fire extinguishing apparatus, floor coverings, furnish- 
ings of public corridors and stairs, refrigerating equipment, gas 
and electrical cooking equipment, window shades, awnings, and 
screens belonging to the building and attached to or stored in 
the building which are contained and intended for use in the 
building, employees’ uniforms, and janitor’s supplies. 
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If the building is occupied exclusively as a dwelling, storm 
doors, sashes, awnings, and screens are covered wherever they 
may be on the premises. 


No-Control.— Violation of warranties contained in a fire in- 
surance policy may terminate the company’s liability, even 
though the violation occurred without the knowledge of the in- 
sured. If, for example, a tenant keeps explosives on the prem- 
ises without the knowledge of the insured landlord, the latter 
may not recover in case of fire. To avoid this situation, a “no- 
control” clause may be attached to the policy which provides 
that the policy is not affected by the failure of the insured to 
comply with any of the conditions attached to the policy in any 
portion of the premises over which he has no control. 


Unoccupied Building.—If a building is insured as unoccu- 
pied, an endorsement is attached which provides that the build- 
ing will remain unoccupied and that when occupied the com- 
pany will be notified and the rate will then be adjusted. 


Privileges Granted.—The policy does not permit manufac- 
turing after 10 p.m., nor the use of certain inflammable liquids 
and is subject to many other restrictions. This might militate 
against the operating efficiency of a manufacturing concern. 
Accordingly, the stock and fixtures form may vary the terms of 
the policy by granting extended privileges for present and other 
occupancies not more hazardous and to carry other insurance. 

The insured may be permitted to do such work and keep or 
use materials customary in such occupancies. He may, for ex- 
ample, use benzine or other fluids of similar hazard in the prem- 
ises occupied by the insured. The use of steam, gas, and kero- 
sene oil is permitted for light, power, heat, and cooking pur- 
poses. Kerosene oil stoves, gas stoves, and fuel oil stoves may 
be used. Likewise, radio receiving apparatus may be installed 
and operated. 

Permission may be allowed to keep the premises unoccupied, 
to cease operations, or to work at all hours. Furthermore, in 
connection with property purchased on any installment or credit 
plan, a chattel mortgage may be placed on the property. The 
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household form and the building form have many similar privi- 
leges. 


Removal of Goods.—An insured who may be covered in one 
location may desire to move his property to another location. 
Permission for removal of goods to the new location may be ob- 
tained by the attachment of a removal permit to the policy. 
Protection will be provided pro-rata at the new location as well 
as for the goods which remain at the old location. As soon as 
removal is completed, coverage is limited to the new location. 


Automatic Sprinkler.—Insurance companies allow a reduc- 
tion in rate if an automatic sprinkler system is used. In such 
cases the endorsement provides that the insured must use due 
diligence to maintain the sprinkler systems as far as the 
system is under the insured’s control. No change may be made 
in the system or in the water supply thereof unless permission 
is first granted by the bureau of which the insurance company is 
a member. Permission, however, is granted in case of break, 
leakage or the opening of sprinkler heads to shut off the water 
from so much of the sprinkler system as may be imperatively 
necessary. In addition, the insured must notify the bureau of 
this fact and must restore the protection as promptly as possible. 

Similarly, if the rate is based upon the use of a sprinkler 
system and an approved centrally supervised sprinkler service, 
the requirements of the above clause also apply. 


Stand Pipe Equipment.—A reduction in rate can be ob- 
tained by the installation of an approved stand pipe. An en- 
dorsement is attached to the policy which provides that the rate 
is based on the protection of the premises by stand pipe equip- 
ment. If the stand pipe equipment and water supply are under 
the control of the insured he must use due diligence to maintain 
them in good working order. No change may be made in the 
system or water supply for it without the consent of the bureau 
of which the insurance company is a member. 


Watchman and Clock.—The use of a watchman and clock 
will give the insured a reduction in rate. Under these circum- 
stances, an endorsement is attached to the policy which pro- 
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vides that the insured, so far as it is within his control, must 
maintain an approved watchman service with an approved re- 
cording system or watch clock at such times as the premises are 
not in actual operation. 


Extending Coverage.—The standard fire insurance policy 
covers property within the premises. An insured may have 
occasion to cover goods on sidewalks, platforms, alleys, and 
other places near the premises. An endorsement may be ob- 
tained providing coverage, in the open, that is on sidewalks ad- 
joining the building or on premises within a limited distance 
from the building described in the policy. 


Transit.—The policy may provide that the property is cov- 
ered on a specific floor in a building. It may happen that it is 
necessary to temporarily transfer the property to another floor. 
An endorsement is available which provides protection against 
loss whether the property is on the floor occupied by the insured 
or temporarily on lower floors, in transit thereto or therefrom 
within the same building. When the policy covers household 
furniture located on certain floors, occupied by the insured, the 
transit clause provides additional coverage for the property 
while in transit in other portions of the building. This includes 
coverage of property when temporarily in servants’ rooms, 
storerooms, laundries, or on other floors of the same building. 


Builder’s Risk.—A contractor erecting a building faces the 
problem of providing adequate insurance for the increasing 
value of the building as it nears completion. This need is met 
by the builder’s risk form. Provisions of the policy are: 


1. Coverage is granted on the building in course of con- 
struction, including foundations (except as excluded), addi- 
tions, attachments, and all permanent fixtures. 

2. Materials, equipment, supplies and temporary structures 
of all kinds to be used in the construction of the building are 
covered and (when not otherwise insured), builder’s machin- 
ery, tools and equipment. This property is covered while 
forming a part of or contained in the building or temporary 
structures, while in cars on switches or side tracks on the prem- 
ises or within a stipulated number of feet for example, 100 
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feet of the building, or while on adjacent sidewalks, streets or 
alleys. 

3. The policy covers the property only while the building is 
in the process of erection and completion and unoccupied. 
When the building is partly or wholly occupied, the company 
must be notified and the rate adjusted, except that machinery 
may be set up and tested if the building is to serve as a manu- 
facturing plant. 

4. No coverage is provided for brick, stone, or concrete 
foundations, piers or other supports which are below the under- 
surface of the lowest basement floor. If the building has no 
basement, these items are excluded when below the surface of 
the ground. 

5. The insured must prepare a monthly statement of prop- 
erty values and pay additional premiums required under the 
policy. Each company is liable for a percentage of total liability 
as stated in the policy and the company’s liability in case of 
loss or damage to the property cannot exceed the company’s 
percentage of such loss. On the effective date of the policy 
and monthly thereafter up to and including the expiration 
date, the insured must prepare a statement showing the 
value of the property. The additional premium must be paid 
monthly. 

6. The insured will be indemnified for not more than that 
proportion of any loss which the last reported value of the 
property bore to the actual value of the property at the time 
of such last report. 


Builder’s Risk Completed Value—The Builder’s Risk 
Form as described previously provided for periodical reports 
on values. In order to avoid these reports, it is possible to ob- 
tain a Builder’s Risk Completed Value Form. Under this form 
the amount of insurance placed at the beginning of construction 
is equal to the entire completed value of the property. There- 
fore, the builder has full protection on his property at all times 
and need not concern himself with insufficient protection due to 
error in failing to make proper reports. 

The form is a 100% coinsurance form. Therefore, if plans 
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are changed during the course of construction which would 
involve increased values over the original estimate, provision 
should be made for increasing the amount of insurance. The 
provisions of the form are similar to the Reporting Form except 
for the following: 

The amount of insurance stated in the policy is provisional. 
It is a condition of this form, wherein the rate and premium 
are based on an average amount of liability during the period of 
construction, that at any date while this policy is in force, the 
actual amount of insurance in force is that proportion of the 
provisional amount of insurance which the actual value of the 
described property on that date bears to the value at the date 
completed, but cannot in any case exceed the provisional 
amount. 

In the event of loss, the company is not liable for a greater 
proportion thereof than the provisional amount of insurance 
under the policy bears to the value of the property described at 
date of completion. 


Demolition.—As was stated previously, the fire insurance 
policy does not provide protection where, due to ordinance, 
after a part of the building has been damaged the authori- 
ties do not permit the repair of the building. The building or 
part damaged by fire may have to be demolished. In order to 
meet Joss due to this contingency the insurance companies 
attach the demolition insurance clause to their fire insurance 
policy. 

Provisions of the demolition insurance clause are as follows: 

1. The insurance company is liable for any loss or damage 
occasioned by the demolishing of any portion of the building 
necessitated by the enforcement of any law or ordinance. 

2. The company is not liable for: 

(a) More than the amount which has been insured under 
the policy. 

(b) Any expense of unexpected greater cost of reconstruc- 
tion, 

(c) More than the actual value prior to the fire of the portion 
of the building which has been demolished. 
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(d) Any greater portion of any loss covered by the policy 
than the amount of the policy bears to all other insur- 
ance on the building whether or not such other insur- 
ance contains a similar demolition clause. 


Under some forms the company is liable for the expense 
which it has expended in demolishing the building or part of 
the building as required by ordinance and also for the expense 
which it incurred in order to clear the site for rebuilding. 


Charging for Fire Protection.—Property may be beyond 
the fire limits. In case of fire the owner may find it necessary 
to call the fire department in an adjoining town. It is cus- 
tomary in such an event for the municipality or township to 
charge the property owner for this service. An endorsement 
may be added to the policy, providing that the insurance com- 
pany will assume liability for any fire department charges which 
the insured may have to pay. 


Extended Coverage.—The standard fire insurance policy 
may be endorsed to cover losses due to: windstorm, cyclone, 
tornado and hail, explosion, riot, riot attending a strike, air- 
craft, vehicles and smoke. This extended coverage policy is also 
known as the supplemental contract. 


Windstorm, Cyclone, Tornado and Hail Coverage—Limi- 
tations and Exclusions.—The policy does not cover for any 
loss or damage caused: 

1. By snowstorm, blizzard, frost, or cold weather occasioned 
by tidal wave, high water, overflow, cloudburst, theft. 

2. By water, or rain whether driven by wind or not unless 
the building insured or containing the property insured 
first sustains an actual damage to the roof or walls by 
the direct force of the wind. The company is then liable 
only for such damage to the interior of the building or 
the insured property in the building as may be caused by 
water or rain entering the building through openings in 
the roof or walls, made by the direct action of the wind 
or by water from sprinkler or other piping broken by 
such damage to roof or walls. 
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3. To stacked grain, hay, or straw, windmills, wind pumps 
or their towers whether they have been blown down or 
not. 


4, To other property, by the blowing down of windmills, 
wind pumps or their towers unless such other property 
also sustains other loss or damage caused by wind. 


5. Unless liability is assumed by endorsement to any building 
which is in the process of construction or reconstruction 
unless the building is entirely enclosed and is under roof 
with all outside doors and windows permanently in 
place. 


6. Unless liability is assumed by endorsement, to metal smoke- 
stacks, awnings, signs, temporary or board roof addi- 
tions. 


Explosion Coverage—Limitations and Exclusions.—A\]- 
though the policy assumes liability for explosion, there is no 
waiver of any provision of the policy prohibiting the keeping, 
using, or allowing on the premises any prohibited articles or 
materials or keeping, using, or allowing articles or materials in 
quantities prohibited by the fire insurance policy. 

The company is not responsible for loss or damage by ex- 
plosion originating in steam boilers, pipes, flywheels, engines, 
or machinery connected therewith and operated thereby. 


Riot and Riot Attending a Strike Coverage—Limitations 
and Exclusions.—The riot coverage includes direct loss or 
damage from pillage and looting when occurring during and 
at the immediate place of riot or riot attending a strike. Loss 
or damage by acts of striking employees of the owner or ten- 
ants of the buildings while occupied by the striking employees 
is also covered. There is no coverage, however, for loss result- 
ing from damage to the property owing to change in tempera- 
ture or interruption of operations when caused by the riot or 
strike or occupancy by striking employees, whether or not the 


policy eA ate loss due to change in temperature or interruption 
of operations. 
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Aircraft and Vehicle Coverage—Limitations and Exclu- 
sions.—Loss or damage by aircraft includes direct loss and 
damage by objects falling therefrom. By the term “vehicle” is 
meant vehicles running on land or tracks. The company is not 
liable for loss or damage: 

1. By any vehicle which is owned or operated by the insured, 
tenant, agent, employee or member of the household of 
either. 

2. To vehicles, fences, driveways, sidewalks, or lawns. 


Smoke—Limitations and Conditions.—The term “smoke” 
means smoke due to a sudden, unusual and faulty operation 
of any stationary steam, hot water, or hot air plant pertaining 
solely to the service of the building while contained in the 
premises owned or occupied by the insured. There is no liabil- 
ity for smoke from stoves, fireplaces or industrial apparatus. 


Glass Pro-Rata Distribution Clause.—If glass is damaged 
as a result of a contingency covered by the policy, the company 
is only liable on plate, stained, leaded or cathedral glass in the 
building in the proportion that the value of the glass bears to 
the total value of the building. 

The amount of insurance on the glass applies to each plate 
in the proportion that the value of each plate bears to the total 
value of all such glass. 


War Risk Exclusion.—The company is not liable for 
damages which are caused directly or indirectly by or incident 
to war, invasion, or other warlike operations whether war be 
declared or not. 


Vandalism and Malicious Mischief Endorsement.—The 
supplemental contract has been widened by the Vandalism and 
Malicious Mischief Endorsement. This endorsement provides 
that the policy includes direct loss or damage to the insured 
property from vandalism and malicious mischief. The intent 
of the endorsement is to cover only direct loss or damage to 
the property occasioned by wilful or malicious acts causing 
physical injury to or destruction of the property. The company 
is not liable for any loss or damage which, either in origin or 


104 INSURANCE 


extent, is caused directly or indirectly by or incident to war, 
invasion or other. warlike operations (whether war be declared 
or not), anything elsewhere in this endorsement to the contrary 
notwithstanding. 

The company is not liable for any loss or damage: 

1. Resulting from damage to or destruction of the property 
owing to change in temperature or interruption of oper- 
ations, when such change in temperature or interruption 
of operations results from vandalism or malicious mis- 
chief. 


2. By pillage, looting, theft, burglary or larceny. 


3. To glass constituting a part of the building. 

The permitted period of vacancy as provided by the fire 
policy applies to liability under this endorsement except when 
such permitted period is in excess of 30 days. In that case the 
company is not liable for loss under the endorsement occurring 
while the building is vacant beyond a period of 30 days, 
whether or not such period commenced prior to the inception 
date of the endorsement. 

As stated, the Malicious Mischief endorsement limits the 
period of vacancy to 30 days. However, this period may be 
increased by endorsement. 


Errors and Omissions.—A banking institution which lends 
money on real estate mortgages, requires policies to protect 
these mortgages in case of fire. Contingencies may arise where 
due to an error or unintentional omission, proper coverage for 
the amount of a mortgage was not obtained. Mortgages may 


not be adequately protected as a result of errors and omissions, 
such as the following: 


1. The policy was written for the wrong term. 
2. The description of the property was incorrectly stated in 
the policy. 
3. The occupancy of the building was incorrectly described. 
In order to avoid loss due to errors or omissions, insurance 


companies issue a policy covering against loss resulting from 
these contingencies. The policy is limited to the mortgagee’s 
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interest. Therefore, if title to the property is taken by the 
lending institution and insurance is not properly written, the 
insurance company is not responsible. Two error and omission 
forms are available. 


Form No. 1 Errors anp Omissions.—The policy covers 
the insured’s mortgage interest when the insured’s interest in 
the building property is not covered by specific fire and light- 
ning insurance because of error or omissions in effecting such 
insurance which result in: (1) no specific insurance on the 
property, or (2) the specific insurance on the property being 
invalid, or (3) the specific insurance being insufficient on the 
property, including loss resulting from contribution under a co- 
insurance or average clause. 

The insured is required to make every reasonable effort to 
secure and maintain valid specific fire and lightning insurance 
on each and all property that is covered payable to the insured as 
mortgagee and in amount not less than the mortgage loans. 


Limit of Liability. The company is not liable under the 
policy for: 


1. More than the balance due the insured under the mort- 
gage on the property damaged or destroyed less the 
remaining value of the property covered by the mort- 
gage; also less the amount due the insured under all 
other valid insurance on the damaged property, whether 
by solvent or insolvent insurers; also less any amount 
recoverable by the insured under any specific insurance 
on the property not payable to the insured; or 


2. In excess of the actual direct loss by fire or lightning to 
the building or buildings determined in accordance with 
the printed conditions of the policy; or 


3. For a greater proportion of the loss than the amount in- 
sured bears to a specified percentage, for example 10%, 
of the total net amount of all outstanding mortgage loans 
in which the insured has a mortgage interest, within 
the territory described by the policy at the time when the 
loss shall occur; or 
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4, For more than the proportion of the loss which the policy 
bears to the whole amount of similar insurance protect- 
ing against errors and omissions, whether the similar 
insurance is valid or not, or collectible or not. 


The company is not liable for loss to the insured’s mortgage 
interest resulting from damage to the property involved occur- 
ring more than a specified period of time, for example, 10 days, 
after the insured had knowledge that the required amount of 
specific insurance on the property was not in effect, if, because of 
unfavorable conditions affecting the property, the insured has 
not, or has been unable to secure the required amount of spe- 
cific insurance. 

If the mortgagor neglects to pay the premium due on spe- 
cific policies covering the properties in which the mortgagee 
has interest, the mortgagee must pay the premium on demand. 

The insurance is excess insurance and is not treated as con- 
tributing insurance with specific insurance on the property. 


Form No. 2 Errors AND Omissions.—Form No. 2 is simi- 
lar to Form No. 1. One of the important differences between 
the two forms is the measure of the company’s liability. Under 
Form No 1 the company is not liable for more than the balance 
due on the mortgage on the property damaged or destroyed less 
the remaining value of the property covered by the mortgage. 
Under Form No. 2, however, the company’s liability cannot 
exceed the balance due the insured under the mortgage on the 
property damaged or destroyed. 


Customs Duty.—Goods placed in bonded warehouses may 
be damaged by fire. In addition to the loss which results from 
damage to merchandise, loss may be incurred by reason of 
duties paid or that would have to be paid to the government 
prior to removal of the goods from the warehouse. Protection 
against the loss of merchandise and customs duties is provided 
by the customs duties form. This endorsement carries the fol- 
lowing provisions relating to customs duties: 


1. The form covers customs duties paid or payable to the 
United States Government on insured merchandise while in 
customs custody. 
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2. Liability under this endorsement cannot exceed the same 
percentage of the duties that the adjusted loss on merchandise 
constitutes of the sound value of the merchandise. 

3. If, in the event of loss, it becomes necessary, in the 
judgment of the company, to remove any of the merchandise 
from customs custody, the company agrees to advance for the 
account of the insured, the proportion of the customs duties 
payable on the merchandise, that the amount of insurance under 
the endorsement bears to the total amount of customs duties 
imposed on the entire insured merchandise. Any deficiency in 
customs duties payable must be paid by the insured. 

4. If the customs duties have not been paid, proper appli- 
cation for abatement must be promptly made in approved form 
to the Collector of Customs, and the liability of the company 
cannot exceed its pro-rata share of the difference between the 
amount actually abated, if less, and the amount ascertained by 
applying to the customs duties involved the percentage of loss 
on the merchandise. 

5. If prior to liquidation of the application for abatement, 
the insured desires to remove the damaged merchandise from 
bonded warehouse or customs custody, the company will ad- 
vance for the account of the insured not to exceed its pro-rata 
share of an amount equivalent to such percentage of the cus- 
toms duties imposed thereon as equals the percentage of loss 
on merchandise. 

6. The insured must, upon payment of the loss of customs 
duties or advancement of customs duties, maintain his claim 
against the United States Government for refund or abatement 
to the extent of the company’s interest therein, and must con- 
stitute the company or its nominated representative his attorney 
to prosecute such claims and collect any awards. 

7. Any excess of advances provided for over the amount 
of loss must be refunded by the insured at the time the loss on 
the merchandise is paid. 


Consequential Losses.—The liability of the insurance com- 
pany under the fire policy is limited to damage to property, but 
there may be many other losses which will occur as a result of 


fire. For example, profits may be lost on goods that have been 
manufactured or may be lost due to the fact that the building 
cannot be used. Expenses will have to be continued in manu- 
facturing plants and profits may also be lost. Losses due to 
these contingencies may be insured under various forms such 
as: (1) Consequential loss and damage, (2) Unearned premi- 
um, (3) Tuition fees, (4) Rental, (5) Leasehold, (6) Profits 
and commissions, (7) Use and occupancy. 


Consequential Loss and Damage.—As was stated previ- 
ously, the fire insurance policy does not cover any loss which is 
not directly due to a fire. There are some concerns, however, 
whose merchandise may be indirectly affected by fire. Protec- 
tions against consequential loss can be obtained by endorsement 
of the standard fire insurance policy. 

The following types of insured, for example, may take ad- 
vantage of the protection afforded by an endorsement against 
consequential loss and damage: 


1. Manufacturers of garments, such as clothing, who send 
various parts of the suit outside of their premises for 
manufacturing. A coat, for example, may be manufac- 
tured on the owner’s premises, whereas the vest and 
pants may be manufactured by contractors at different 
locations. Should the premises of the contractor where 
the vest is being manufactured be damaged by fire, de- 
stroying or damaging the vest, the remainder of the 
garments may be decreased in value. 

2. Merchants whose stocks are subject to damage as a result 
of change in temperature. 


GARMENT MANUFACTURING ENDoRSEMENT.—If the policy 
covers clothing in process of manufacture an endorsement may 
be attached which provides that the company is liable for the 
reduction in value of the remaining parts of clothing or suits. 


TEMPERATURE ENDORSEMENT.—Merchandise in packing 
houses and other warehouses artificially cooled by apparatus 
situated outside the building may be subject to loss resulting 
from temperature changes caused by interruption of the re- 
frigeration process or destruction of the refrigeration appara- 
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tus by lightning or fire. The fire policy usually contains an ex- 
emption endorsement freeing the company from these conse- 
quential damages. An endorsement may be attached whereby 
the insurance company will assume liability for loss or damage 
to contents by reason of temperature changes resulting from 
the total or partial destruction or disability of the cooling appa- 
ratus, connections, or supply pipes caused by fire either inside 
or outside of the building in which the property is located. 

Loss occurring due to fire when cooling apparatus is located 
inside the premises containing the merchandise is regarded as 
a direct, not consequential, loss and can therefore be covered 
without any specific statement to that effect. 


Unearned Premium.—When a fire loss occurs during the 
period of insurance an extra premium must be paid on the 
amount of the loss payment in order to restore the policy to 
its original amount. An unearned premium endorsement will 
be attached to the policy which provides that on payment of a 
small additional charge, the insured can protect himself against 
payment of additional premium for the period of time that the 
policy would ordinarily continue in the absence of fire. 


Tuition Fees.—Many schools depend in part upon the tui- 
tion fees received from students. When fire occurs, the institu- 
tion suffers a loss of funds in the form of returned tuition. 
Should the fire occur during the summer it may seriously affect 
the entire income during the ensuing school year. Protection 
against this loss may be obtained by the tuition fee form. Pro- 
visions of the form are: 

1. The coverage is granted for the total income received 
from tuition and other income from students, less any expense 
that may not be continued after the fire. 

2. The company is liable for the actual loss of tuition fees 
commencing with the time of fire and ending on the day pre- 
ceding the beginning of a first school year following the date 
that the destroyed or damaged buildings and the contents may 
with due diligence and dispatch be rebuilt, restored, or repaired. 

3. If the agreed time to make the property available for use 
ends on a date within 30 days immediately preceding the begin- 
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ning of a school year, the period of liability is extended to end 
on the day preceding the beginning of the second school year 
following the date that the property could have been restored 
to use. The words “beginning of a school year” mean the open- 
ing date of the school in the fall as prescribed or as would be 
prescribed in the school catalogue. 

4. To reduce the loss, the policyholder is required to use 
other available property in place of that damaged or destroyed. 
If the insured makes expenditures to reduce the loss, the insur- 
ance company’s liability for the extra expense is limited to the 
amount by which the loss under the policy has been reduced. 


Rental Insurance.—An owner of a building may suffer loss 
to his property due to damage by fire. Protection is provided 
against this contingency by the standard fire insurance policy. 
However, he may also suffer a rent loss because the building 
can not be used by a tenant. If the building is occupied by the 
owner personally, he may suffer a loss in rental value. Rental 
value may be said to be the value to the owner of the building 
that he is occupying. The various forms of rent and rental 
value insurance provide for protection against loss of rent 
through fire, after deduction of charges and expenses that do 
not necessarily continue. Two forms that are used are: (1) 
The occupied or rented portions only form which provides pro- 
tection for the portion of the building rented at the time of the 
fire. (2) The rented or vacant form which provides protection 
to the owner without considering whether the building or any 
portion of the building was rented or untenanted at the date of 
the fire. 

Two methods are used to determine the amount of insurance. 
Under one method, the amount of insurance that must be pur- 
chased is determined by the length of time required to rebuild 
the property if it were totally destroyed. The company is not 
liable for a greater proportion of any loss that may occur than 
the sum insured bears to the rental value of the whole of the 
premises for the time that would with reasonable diligence and 
dispatch be required to rebuild and restore the same to a tenant- 
able condition if totally destroyed. 
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Under the second method, rental insurance is granted for a 
definite period of time, such as three years. If this method 
is used for the rental form, occupied or rental portions only, 
the company is not liable for a greater proportion of any loss 
that may occur than the sum insured bears to the rental value 
of the whole of the occupied or rented portions of the premises 
per annum. For the rented or vacant form the company is not 
liable for a greater portion of any loss that may occur than the 
sum insured bears to the rental value of the premises. 

Rental insurance may be obtained for seasonal risks in sev- 
eral forms. Under one form, the company’s liability is limited 
by the time which is required to make the building tenantable 
again. If, for example, the season were two months from July 
1 to September 1, and fire occurred on June 10 requiring re- 
pairs completed August 1, the company would be liable for 
50% of the amount of the policy, i.e., from July 1 to August 1. 

A building used for seasonal occupancy may not be rented 
at all if not available at the beginning of the season. Another 
form, therefore, protects against loss of rents on seasonal 
property which has been leased. Under this form, the com- 
pany’s liability is measured by the difference between the 
amount of the lease and any amount received during the season. 
It may be noted that the first form covers the property whether 
rented or vacant, whereas the second form only covers the 
property under actual lease. 


Leasehold Insurance.—A lessee may have contracted for 
the rental of a building at a very favorable price. For example, 
he may have negotiated a 10-year lease at $150 per month with 
a current rental value of $250 per month. Many leases contain 
a clause called the fire clause which provides that under certain 
conditions if fire destroys a portion of the building the lease 
is terminated. The lessee can obtain protection against this 
contingency as well as other contingencies causing loss due to 
fire by leasehold insurance. Important provisions of the lease- 
hold policy are: 


1. Where premises are occupied by the insured, the company 
is liable for the difference between the rental value of the 
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premises at the time of the fire and the actual rental that would 
have been paid by the insured during the unexpired term of his 
lease. 

2. Where the premises are sublet the company is liable for 
the difference between the total rent as fixed by the sublease 
in force at the time of the fire and the sum of the total 
rent to be paid by the insured for the premises sublet and any 
maintenance and operating charges of the insured, for the un- 
expired term of the insured’s lease. 

3. The policy must contain a description of the fire clause, 
stating the conditions under which the lease will be terminated 
due to fire. 

4, Since the form provides that the loss is paid in one sum 
and not each month for the balance of the lease, the liability 
for the remainder of the lease will usually be paid less a speci- 
fied discount such as 4% compounded semi-annually except for 
short periods of time such as four months when no discount is 
allowed. 

5. If the lessee is permitted to remain in possession at will 
subsequent to the cancellation of the lease, the company is nev- 
ertheless liable for the actual loss sustained by the insured, sub- 
ject to the limit of liability stated in the policy. 

6. If damage to premises does not cause cancellation of the 
lease but renders the premises untenantable, the company is 
liable for its pro-rata proportion of the actual loss sustained by 
the insured to his interest as lessee, for the time, but not beyond 
the expiration of the lease, as may be necessary with the exer- 
cise of reasonable diligence in order to restore the premises. 

7. The amount of the policy is automatically reduced 
throughout its term in the proportion that the interest of the 
insured as lessee decreases. 

8. Since the liability of the company is reduced as the ex- 
piration date of the lease becomes nearer the insured may desire 
to cancel his policy and have it re-written for a smaller amount 
of liability. To avoid this contingency, the policy prohibits 
cancellation for the purpose of re-writing the policy for a term 
extending beyond the expiration date or for a lesser amount 
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except when there has been a reduction in the monthly interest 
of the insured as a lessee. 
9. The company is not liable under the following conditions : 


(a) If the lease is altered or modified in any of its conditions 
that affect the company’s liability. 

(b) By reason of any omission of the insured. 

(c) If the insured exercises his option to cancel the lease. 

(d) If some regulation prohibits the reconstruction of the 
building. 

(e) By suspension or cancellation of any licenses. 


Profits and Commissions.—The standard fire insurance 
policy covers loss of merchandise resulting from fire, but not 
the loss of profits which could have been made had the fire not 
occurred. If the cost of the goods was $100 and it could have 
been sold for $120 the company’s liability under the fire policy 
is limited to the replacement value, that is $100. Similarly, an 
individual may have received goods as consignee at an invoice 
price of $150 for which he would have received ten per cent 
commission, that is $15, when the goods were sold. In case of 
fire the consignee could not collect his commission, since the 
standard fire insurance policy does not provide for the pay- 
ment of loss of commissions due to fire. To meet these con- 
tingencies, the insurance companies issue a profits and commis- 
sions form which covers the loss of profits or commissions 
which would have been made if finished stock had not been 
damaged by fire. It must be noted that the form essentially 
covers finished stock of merchandise and not goods in the proc- 
ess of being manufactured. 

Profits and commissions insurance is available in two forms 
which will be separately analyzed. 

Provisions of Form 1 are: 


1. Coverage is provided for loss of profits or commissions 
on stock whether sold or unsold while contained in the insured 
premises. 

2. Profit is defined to be the excess of the price which would 
have been receivable on the date of loss from the sale of the 
stock over the cost of replacing the stock, with like kind and 
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quality at the time of loss. Commission is the amount which 
would normally be earned by the insured on the date of loss 
from the sale of stock. Expenses which could be avoided or 
discontinued after the stock was damaged or destroyed are not 
part of the loss. Expenses which are necessarily incurred for 
the purpose of reducing any loss are considered as a part of the 
loss, but not in excess of the amount by which the loss covered 
has been reduced. 

3. The term stock means any stock (a) which is ready for 
packing, shipment or sale; or (b) which is in the hands of 
others than the insured for processing or finishing; or (c) 
which is on consignment. 

4. Various methods are used to determine the loss. For 
example, the amount of loss is determined by the lowest amount 
of the following limits: (a) “The percentage of loss or dam- 
age on stock,” that is the percentage of damage as shown by 
the final outcome of the adjustment of the damage on stock 
by the company which insured the stock, including the result 
of any salvage handling operations whether completed before 
or after the adjustment. If no insurance was carried on the 
stock, then the percentage of loss on damage of stock must be 
determined by the insurance company and the insured. (b) The 
actual loss of profits and commissions sustained by the insured. 
(c) The actual loss of profits and commissions resulting from a 
loss on sales or a reduction in the amount of the profits and 
commissions derived from the sales. 

5. In order to reduce the loss, the insured must, as soon as 
practicable, make use of the stock and acquire and make use 
of other stock and other premises. Any reduction in loss re- 
sulting must be considered in determining the amount of the 
liability of the insurance company. 

The principal provisions of Form No. 2 are similar to Form 
No. 1. Under the second form recovery is not limited to the 
percentage of damage suffered on the merchandise. The 
loss can be determined by the lowest amount provided by the 
following methods: (1) The actual loss of profits and com- 
missions sustained by the insured on the damaged or destroyed 
stock. (2) The actual loss of profits and commissions resulting 
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from a loss of sales or a reduction in the amount of profits and 
commissions derived from sales. 


Use and Occupancy Insurance.—A manufacturer or mer- 
chant who suffers a loss due to fire may find that it would take 
time to restore the plant and obtain raw materials so that he 
could again commence to manufacture. In spite of the inter- 
ruption of business many expenses may continue. Some of 
these expenses are salaries of office force, superintendents, man- 
agers, officers, and directors, rent, taxes and interest on bonds. 
In addition, the manufacturer or merchant may suffer a loss of 
profit due to his inability to operate the business. To meet this 
contingency, Use and Occupancy Insurance or Business Inter- 
ruption Insurance has been developed. To determine the 
amount of insurance necessary to protect the insured against 
loss, the following items in connection with the business should 
be considered : 
1. Net profits based on those of the previous years with due 
consideration for the estimated profits for the ensuing 
year. 

. All salaries of officers and employees which must of neces- 
sity be continued to maintain the organization. 

PrLaxcs. 

Rents. 

Royalties on machinery or processes. 

. Advertising which has been contracted for. 

. Insurance premiums. 

. Interest on bonded indebtedness. 

. Expense of maintenance of plant or building which must 
be continued during the business interruption. 


NO 
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There are various forms used to meet the needs of manu- 
facturers and merchants. In some jurisdictions, insurance may 
be obtained in the following forms which for the purpose of 
identification will be called: (1) manufacturing plants in 
steady operation with a weekly limitation of liability; (2) 
mercantile or non-manufacturing risks in steady operation with 
a weekly limitation of liability; (3) manufacturing plants hav- 
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ing seasonal operation or fluctuating earnings with a weekly 
Tentaen of liability; (4) mercantile or non-manufacturing 
risks having seasonal operations or fluctuating earnings with 
a weekly limitation of liability; (5) manufacturing risks “subject 
to coinsurance; (6) non-manufacturing risks subject to coin- 
surance; (7) non-manufacturing risks subject to coinsurance 
—ross earnings. 


Form No. 1.—Manufacturing plants in steady operation 
with a weekly limitation of liability may obtain Form No. 1. 
Provisions of this form are: 


1. If the building, machinery, or raw stock is damaged by 
fire, the company is liable for a loss covering net profits of the 
business which are thereby prevented from being earned; fixed 
charges and expenses which must necessarily continue to the 
extent that such fixed charges and expenses would have been 
earned had no fire occurred; and expenses incurred to reduce 
the loss. 

2. The company is liable for a definite length of time from 
the date of the fire occurring within the insurance period and 
not limited by the date of expiration of the policy. 

3. The liability of the company is limited to the actual loss 
sustained but not in excess of 1/50 of the amount of the policy 
for each business week of suspension. If the business is oper- 
ated on Sundays and holidays, the liability is limited to 1/52 
of the amount of the policy for each business week of suspen- 
sion. 

4. If the business is partially suspended, the weekly liability 
is limited to the actual loss sustained. The company’s liability, 
however, cannot exceed the portion of the maximum weekly 
limit of liability that would have been incurred by total business 
suspension, which the actual weekly loss sustained during the 
time of partial suspension bears to the weekly loss which would 
have been sustained by total suspension of business for the same 
time. Therefore, assume that (a) the weekly insurance was 
$1,000; (b) due to partial suspension the loss was $600 weekly ; 
(c) if the operations were entirely suspended, the loss would 
have been $1,200. The company’s liability would be determined 
as follows: 600/1200 < $1,000 = $500. Due consideration 
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must be given to the experience of the business before the fire 
and the probable experience thereafter. 

5. Without increasing the total amount of the policy, the 
company is liable for such additional time, if any, not exceed- 
ing 30 consecutive days as may be required with the exercise 
of due diligence and dispatch to replace or restore any stock 
in process damaged or destroyed while in the buildings de- 
scribed by the policy or in the opening of the premises described 
by the policy and to restore the stock in process to the same 
state of manufacture in which it stood at the time of the fire. 

6. If liability for suspension of business due to damage to 
or the destruction of raw stock is assumed, the liability is lim- 
ited to that period of time for which the damaged or destroyed 
raw stock would have made operations possible. 

7. Surplus machinery or duplicate parts of such machinery 
equipment or supplies and surplus of reserve raw stock or stock 
in process which may be owned, controlled or used by the in- 
sured must in the event of loss be used in placing the property 
in condition for continuing or resuming business. 

8. The company is liable for the actual loss sustained as 
covered by the policy during the period of time not exceeding 
one week while access to the premises is prohibited by order 
of civil authority but only when this order is given as a direct 
result of fire in the vicinity of the premises. 


Form No. 2.—This form has the many provisions similar 
to Form No. 1 and applies to mercantile or non-manu facturing 
risks engaged in selling merchandise. The form without in- 
creasing the amount of total liability includes additional time, 
if any, not exceeding 30 consecutive days as may be required 
with the exercise of due diligence and dispatch to replace any 
stock damaged or destroyed while in buildings or in the open- 
ing of premises covered by the policy or to restore the stock to 
the same condition in which it stood at the time of the fire. 


Form No. 3.—This form is similar to Form No. 1 except 
that it recognizes that there may be different limitations of 
liability during the year. The form, therefore, provides for in- 
sertion of a varying limitation of liability. For example, from 
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January to November, the liability may be $500 per week and 
in December $1,000 per week. 


Form No. 4.—This form is similar to Form No. 3 except 
that it applies to mercantile or non-manufacturing risks. 


Form No. 5.—This form applies to manufacturing firms 
subject to coinsurance. Serious objections against the use of 
the forms discussed are the weekly limitation of liability and the 
forecasting of profits. It is very possible that the loss cannot be 
readily determined on a weekly basis. To meet this difficulty, 
the companies issue coinsurance forms. 

Measurement of loss is not based on a weekly limit but upon 
the actual loss that has been sustained regardless of the number 
of weeks of suspension. The company is liable for the actual 
loss sustained for a period which does not exceed the length 
of time required to place the business in operation. 

The liability of the company depends on two items: 

1. (a) The net profits which are prevented from being earned ; 
(b) charges and other expenses which must necessarily continue 
during suspension of the business to the extent that such charges 
and expenses would have been earned had no fire occurred. This 
item includes expenses of necessary heat, lighting, or power, the 
cost of which is prevented from being earned during the suspension 
of business. 

2. The insured’s entire ordinary payroll for a period of time 
not in excess of a stipulated number of consecutive days (for 
example, 90 days) immediately following the fire which may con- 
tinue during the suspension of business covering only to the ex- 
tent necessary to resume normal operation of the insured with 
the same quality of service which existed immediately preceding 
the fire and which would have been earned had no fire occurred. 
Coverage for Item 2 is optional with the insured. 

The various clauses contained in this form are similar to 
Form No. 1 except a requirement for coinsurance. In view of 
the coverage of this form the insured is subject to a coinsurance 
clause, e.g., either 80% or 100%. The amount of insurance is: 

(a) For Item 1, the sum of the annual net profits and the annual 
amount of all charges and other expenses whether continuing or not 
(except the expense of the insured’s ordinary payroll and the expense 


of heat, light, and power) that would have been earned (had no fire 
occurred) during the twelve months immediately following loss or 
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damage by fire. (b) Under Item 2 the insured’s entire ordinary pay- 
roll, excluding only salaries described in Item 1, which would have 
been earned (had no fire occurred) during the stipulated period of 
consecutive days immediately following loss or damage by fire. 

Under the coinsurance form, the amount of insurance is 
partly based on all the fixed charges and expenses whether such 
charges and expenses would or would not continue after a fire. 
However, under the other forms, the amount of insurance is 
based on those fixed charges and expenses which would never- 
theless continue after a fire. 


Form No. 6.—This form applies to non-manufacturing 
risks subject to coinsurance. It is similar to Form No. 5. 


Form No. 7.—This form is similar to the other coinsurance 
forms, as the loss payable is not subject to a weekly limitation. 
The amount of insurance purchased depends on the gross earn- 
ings of the insured, subject to a 50%, 60%, 70%, or 80% 
coinsurance clause. The policy provides that the measure of 
recovery in the event of loss is the reduction in “gross earn- 
ings” directly resulting from the interruption of business, less 
charges and expenses which do not necessarily continue during 
the interruption of business, but not exceeding the actual loss 
sustained by the insured resulting from such interruption of 
business. Due consideration is given to the continuation of 
normal charges and expenses, including payroll, to the extent 
necessary to resume operations of the insured with the same 
quality of service which existed immediately preceding the fire. 

“Gross earnings” are defined as total net sales, less cost of 
merchandise sold, plus other earnings derived from operation. 

In order to avoid any adverse effect where coinsurance is 
required an endorsement known as the “Agreed Amount 
Clause,” may be attached providing that, until the expiration 
date or other date designated in the policy, the coinsurance re- 
quirement is met if a specified amount of insurance is carried. 
After the date mentioned in the agreement, the coinsurance 
clause attaches to the policy again without modification unless 
another endorsement is attached. The insured must file with 
the insurance bureau of which the company is a member a sat- 
isfactory statement of the use and occupancy value prior to 
the specified date mentioned in the endorsement, a new state- 
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ment determining the value, and all policies must be endorsed 
for another year with any necessary adjustment. 

Business may also be suspended due to the loss of raw stock 
by fire and some time may, be required in order to obtain an- 
other supply. The various manufacturing forms are written so 
that protection is provided against loss due to the suspension 
of operations for the period such raw stock would have made 
operation possible. This coverage can be eliminated from the 
form. In addition loss may have been covered for the time 
necessary to replace goods damaged which were in the process 
of manufacture. The company assumes liability by the form 
for 30 consecutive days. This period can be extended by en- 
dorsement. The 30-consecutive day period provided by the mer- 
cantile form to replace stock can be extended by endorsement. 


Contingent Use and Occupancy.—A manufacturer’s plant 
may be damaged by fire, thus preventing the manufacturer from 
shipping goods to his customers. The customer as a result may 
suffer a loss on account of his inability to sell the goods which 
were not delivered by the manufacturer. Protection against 
this contingency may be obtained by the purchase of contingent 
use and occupancy insurance. 


Extra Expense Form.—Newspaper publishers, ice manu- 
facturers, milk dealers, and many other types of business may 
have to use other facilities at extra cost in order to continue 
operations when their premises are damaged or destroyed by 
fire. The extra charges and expense form is similar to use and 
occupancy forms except that liability is limited to the additional 
expenses of doing business elsewhere incurred as a result of fire. 

1. The company is liable for the necessary extra expense 
incurred by the insured in order to continue as nearly as prac- 
tical the normal conduct of the insured’s business. 

2. The company is liable for the extra expense incurred for 
not exceeding a length of time, technically called the period of 
restoration, required with the exercise of due diligence and dis- 
patch to repair, rebuild or replace that part of the building or its 
additions or contents which may be destroyed or damaged. 

3. “Extra expense” means the excess, if any, of total cost 
during the period of restoration chargeable to the conduct of 
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the insured’s business over and above the total cost that would 
normally have been incurred to conduct the business during the 
same period had no fire occurred. The cost includes the expense 
of using other property or facilities of other concerns or other 
necessary emergency expense. 

4. As soon as practicable after any loss, the insured must 
resume complete or partial business operations of the property 
covered, and in so far as possible, reduce or dispense with such 
additional charges and expenses as are being incurred. 

5. The insured will not receive compensation nor will the 
company be liable for extra expenses incurred as the result of: 


(a) The enforcement of any ordinance or law regulating or 
prohibiting construction or repair of building. 

(b) The lapse or cancellation of any license, lease or written 
or oral agreement, or for the cost of compiling books 
of record or other documents. 

(c) Any other contingent or remote loss. 


6. The company will not be liable for any direct or indirect 
property damage loss, or for expenditures incurred in the pur- 
chase, construction, repair or replacement of any physical prop- 
erty, except and only to the extent that the company will be 
liable for expenditures incurred for the purpose of reducing 
any loss under the policy, not exceeding the amount by which 
the loss is so reduced. 


7. The company will not be liable under the policy for loss 
of profits or earnings resulting from diminution of business 
as a result of fire or otherwise. 


ys Multiple Location Coverage.—Many concerns having nu- 
merous locations, such as chain stores, can obtain a policy for 
each location. However, this is a cumbersome method when 
there are many locations in various states. In order to meet 
this situation an organization of various insurance companies 
has been formed, known as the Interstate Underwriters Board. 
This board has prepared certain forms called multiple location 
forms to cover under one policy merchandise, supplies, furni- 
ture and fixtures, and the interest of the insured in improve- 
ments and betterments at various locations. Automatic cover- 
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age is also provided for new locations. However, the forms 
cannot cover buildings and usually do not cover machinery, ex- 
cept under two forms (numbers 1 and 5) for stores and ware- 
houses as will be explained. The insured must have five or 
more locations in order to obtain the policy. If the five or more 
locations are located in one state, a similar form is issued by 
the organization concerned with rates in the particular state. 

Chain enterprises such as amusement cannot obtain multiple 
location contracts. These concerns may have large amounts of 
furniture and fixtures and improvements but these items are 
only covered provided merchandise items are insured. 

The three forms available for five or more locations are 
known as: Form No. 1, Monthly Average Reporting Form; 
Form No. 2, Weekly Average Reporting Form; and Form No. 
5, Non-reporting Coinsurance Floater Form. 


Form No. 1.—The principal provisions of Form No. 1 are: 


1. Property covered includes goods, wares and merchandise, 
store office and warehouse furniture and fixtures, and machinery 
incidental to stores and warehouses, the property of the insured 
held in trust or on consignment or for which the insured may 
be liable in the event of loss or damage. The policy covers the 
property in the various buildings or within a definite distance 
from the property within described geographical limits. 

2. The policy excludes liability for motor vehicles and prop- 
erty in transit, at fairs or expositions or in a manufacturing 
plant owned or controlled by the insured. 

3. A limit of liability for each location is declared at the 
inception of the policy. 

4, An additional limit of liability is applied for any location 
within the same geographical area acquired by the insured after 
filing the last monthly report. 

5. The policy permits specific insurance at any location if 
protection in excess of the limits of liability of the policy is 
required or if disclosed by written endorsement on the policy. 

6. The premium is adjusted on the basis of a monthly re- 
port showing the disclosed values of all locations, which must 
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be submitted within a specified time, say thirty days, after the 
end of each month. 


7. If the insured has failed to file his report as required, 
the liability of the company is limited to the locations and 
amounts included in the last report of values filed prior to the 
loss. 

8. The company’s liability at any location is limited to the 
proportion of the loss as determined from the last reported 
value at the location where the loss occurred, less specific in- 
surance if any, bears to the actual value at the location at the 
time the loss occurred less specific insurance if any. For new 
locations acquired since the last report, the company’s liability 
is limited to the proportion of the loss that the last reported 
values at all locations less specific insurance, if any, bear to the 
actual value less specific insurance, if any, at all locations at 
the time of the last report. 


Form No. 2.—This form is intended for manufacturing 
concerns engaged in seasonal operations where the nature of the 
raw stock prevents continuous operations during the year. Pro- 
visions of Form No. 2 are similar to those of Form No. 1. 
Coverage is provided for goods on the premises of any manu- 
facturing plant owned or controlled by the insured. The form 
does not contain the exclusion found in Form No. 1, providing 
that property in or on the premises of any manufacturing plant 
owned or controlled by the insured is not covered. In addition, 
the premium adjustment clause is based on average of the 
weekly values during each month. The clause provides that the 
insured must report not later than a stipulated period after the 
last day of each month the exact location of all property cov- 
ered, the average of weekly values of such property during each 
month, at each location, and the average of any other insurance 
in force during each month at each location. 


Form No. 5.—Though similar to Form No. 1, Form No. 5 
is used by concerns which own stock at various locations where 
the amount of stock does not fluctuate to any great extent. 
The premium is computed in advance and therefore, does not 
vary with audit as in Forms 1 and 2. To influence the insured 
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to obtain adequate insurance, the policy is written subject to 
the 90% or 100% coinsurance clause. The policy does not 
require that the insured notify the company of any changes in 
locations, provided that the limit of automatic coverage at loca- 
tions other than those listed in the form is sufficiently high to 
give the insured the proper protection. Should values shift from 
one or more locations to a new location and a higher limit be 
required the insured must notify the company so that the limit 
may be adjusted accordingly. 


Forms A anp B.—In addition to the three forms issued by 
the Interstate Underwriters Board to cover five or more loca- 
tions as just described, two others are available, issued by 
state rating organizations to cover two or more locations in one 
state. These two are known as: (1) Form A or Monthly Aver- 
age—Two or More Locations Reporting Form; and (2) Form 
B or Weekly Average Reporting Form—Two or More Loca- 
tions. They resemble, respectively, Forms No. 1 and 2 of the 
Interstate Underwriters Bureau. However, new locations or 
changes in limit of liability are added by endorsement. 

An endorsement may be attached to Forms No. 1, No. 5 
and A providing coverage of the insured’s interest in improve- 
ments and betterments except to buildings owned by the in- 
sured. In case of loss the company agrees to accept the insured 
as sole and unconditional owner of the improvements and bet- 
terments, despite any contract or lease to the contrary. 


Fire Prevention and Protection—Governmental Bodies as 
Agencies in such Protection——To reduce the tremendous 
losses suffered on account of fire, there is an increasing agita- 
tion for fire prevention. Reduction of fire losses may be ac- 
complished by the following agencies: (1) governmental bod- 
ies, (2) the individual, and (3) associations to carry on the - 
fire prevention campaigns. 

In the past, governmental bodies, even those of cities and 
towns, concerned themselves little with the construction of 
buildings. In this country, moreover, the growth of cities has 
been so rapid that there has not been much planning in ad- 
vance concerning the types of construction. Today, however, 


FIRE INSURANCE 125 


many cities, aware of the tremendous fire losses, have attacked 
the problem of reducing the fire cost by the introduction of a 
building code. 

The building code consists of a series of regulations in ac- 
cordance with which construction must conform. There is a 
tendency to introduce into the building code the requirement of 
steel and brick and tile construction in place of wooden con- 
struction. Furthermore, some building codes require that fac- 
tory buildings should have automatic sprinklers. An automatic 
sprinkler is a device usually consisting of a tank which supplies 
water to a system of pipes hung from the ceilings throughout 
the building. The sprinkler is so constructed that as soon as the 
heat in any part of the building increases to the predetermined 
temperature, the sprinkler heads on the pipes open, water shoots 
out, and succeeds, in the large majority of cases, in limiting the 
destruction to very small areas. This naturally reduces financial 
loss through fire to a minimum. 

In addition to the building code, states and cities have given 
consideration to the following factors: 


INTRODUCTION OF A HiGH WATER-PRESSURE SYSTEM.— 
For the high structures to be found in large cities the ordinary 
method of supplying water to fight fire is inadequate on account 
of lack of pressure. This difficulty can be overcome by the 
installation of the high-pressure system. 


Fire DEPARTMENT.—Every town should have a paid fire 
department, that is, a group of people working for the city who 
are primarily concerned with the prevention of fire losses. 

Fire MAarsHAL.—One of the causes of large fire losses is 
the act of arson. States that employ a fire marshal have found 
that such an official can make thorough investigations concern- 
ing acts of arson and bring to justice many people who have 
set fires. 

PoLicE PRoTEcTION.—Police may be detailed to patrol dis- 
tricts and to notify the fire department immediately in case of 
fire. 


The Individual and Fire Prevention.—The individual 
owner can reduce the hazard by recognizing the following facts: 
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CoNSTRUCTION OF THE BurLpINc.—If a building is con- 
structed in accordance with modern fire regulations and re- 
quirements, the chances of loss through fire are greatly de- 
creased. Combustible interior construction should be discour- 
aged, and the construction of fireproof buildings should be in- 
creased. 


Occupancy.—The danger from fire depends largely upon 
the type of occupancy of the building. As may well be imag- 
ined, to use a building for the manufacture of explosives is 
much more dangerous than to use it for the manufacture of 
textiles. 


ExposureE.—When an individual uses a building, he must 
consider not only his own but also the buildings surrounding 
his, their types and the uses to which they are put; for there is 
not only the possibility that fire may arise in his own building, 
but the further possibility that fire may extend to his own on 
account of the surrounding buildings. 


FAULTS OF THE MANAGEMENT.—One of the main causes 
of fire is untidiness. Buildings which are littered up with rub- 
bish offer fruitful possibilities for fire, either by spontaneous 
combustion or by the inadvertent dropping of a match. Every 
owner of a building should see that his premises are kept tidy 
and that the usual requirements against smoking are strictly 
enforced. 


FirE APPLIANCES.—To make his building a better risk and 
decrease the insurance rate, if for no other reason, the owner 
of a building should introduce every possible device to reduce 
the fire hazard. Fire pails placed throughout the building fur- 
nish one of the best and least expensive forms of fire appliance. 
Standpipes and hose are another excellent device. The sprinkler 
system has already been described. It should be installed even 
when not required by the building code. 


Associations to Carry on Fire-Prevention Campaigns.— 
Many years ago the fire insurance companies realized that their 
profits depend in part upon the reduction of fire losses, and, 
therefore, the stock fire insurance companies organized the Na- 


FIRE INSURANCE 127 


tional Board of Fire Underwriters. This organization has for 
a great many years carried on a campaign for the reduction of 
fire losses. Some of its important functions are as follows: 


1. To plan building codes for cities. 

2. To make municipal surveys and advise the city concern- 
ing all matters of fire prevention and protection. 

3. To carry on campaigns against incendiarism. 

4. To introduce the idea of fire prevention in educational 
institutions and plan for the success of a national Fire Pre- 
vention Week. 

5. To conduct the Underwriters’ Laboratories. These lab- 
oratories will test for the manufacturer any commodity made 
for the prevention of fire or for protection against fire. If the 
device meets with the standards of the Underwriters’ Labora- 
tories, the manufacturer is permitted to place on certain com- 
modities which he manufactures, the seal of the Underwriters’ 
Laboratories which reads, ‘‘Underwriters’ Laboratories, Inc. 
Inspected.” Many owners of property under construction insist 
on the use of material with the seal of approval of these labora- 
tories. It connotes the possibility of reduced fire rates. In gen- 
eral, the value of this division of the National Board of Fire 
Underwriters is extensively recognized. 


Reasons for Fire Prevention.—A fire prevention campaign 
should produce the following results: 


SAVE PROPERTY AND THUS SAVE CaPITAL WEALTH.—AI- 
though the owner may be reimbursed by the insurance company 
for his fire loss, there is, nevertheless, an economic loss to so- 
ciety because the wealth has been consumed by fire. All that 
the fire insurance company can do is to provide the owner with 
a means whereby the loss can be distributed among the many. 


REDUCE THE Cost oF INSURANCE.—Since the fire insurance 
companies compute their rates on the basis of income required 
for taking care of losses, reduction in the amount of the losses 
means reduction in the rate of premium. If the losses are 
reduced, the fire insurance cost to the individual policyholder 
may also be reduced. 
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ELIMINATE CARELESSNESS.—The fire prevention campaign 
brings home to the individual his relationship to society in con- 
nection with the fire hazard. Many people who have a fire in- 
surance policy believe that they have no further interest in con- 
nection with the protection of their property, since the loss will 
be paid by the insurance company. The fire prevention cam- 
paign should clearly demonstrate the fact that the duty of every 
owner of property is to so guard his property that loss due to 
carelessness will be eliminated. 


Rate Charge.—An examination of fire insurance policies 
will indicate that there are a great many variations in the 
premiums charged. The reasons for this variation can be shown 
by the following examples: 


1. Assume a wooden dwelling in a city with a paid fire de- 
partment and a wooden dwelling of exactly the same type in a 
city without a paid fire department. The first runs less risk of 
loss through fire than the second. 

2. Assume two buildings in the same city, a reinforced con- 
crete building and a wooden building. Obviously, the wooden 
building represents a greater fire hazard than the building of 
reinforced concrete. 

3. Assume a building with a store used for the sale of cloth- 
ing only, and in the same locality another of the same type of 
construction with a store used for the manufacture as well as 
the sale of clothing. The latter building offers a greater fire 
hazard on account of the danger involved in manufacturing. 

4. Assume a factory which is not adjacent to any other 
buildings, and, in the same city, another similar factory sur- 
rounded by other buildings. The latter represents the greater 


risk because of the exposure hazard or danger from fire in the 
other buildings. 


These illustrations indicate that the rate charges vary with 
different conditions, important factors being susceptibility and 
hazards; difference in location; difference in construction of 
buildings ; and difference in exposure. 

Rates may be classified as minimum rates and specific rates. 
A minimum rate is a rate which is applied to an entire group of 
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risks of the same class, although the hazards may vary some- 
what. For example, the usual practice of fire insurance com- 
panies is to apply the same rate to one- to three-family dwellings 
of the same type of construction and in the same locality, with- 
out regard to variation in hazards. The reason for this is that 
the expenditure for determining the difference in hazards would 
hardly be warranted by the possible variation in rates. A 
specific rate is a rate promulgated particularly for a certain 
property or occupancy at a certain location after inspection. 

There was at first no satisfactory method by which equitable 
rates could be made for all types of risks. The premium charged 
was frequently determined by the individual judgment of the 
underwriters of various companies and was subject to the fac- 
tor of competition. This method resulted in severe losses to the 
insurance companies, since the rates were in many cases not 
adequate. The great public interest in the subject of fire in- 
surance compelled the various state legislatures to inquire into 
the condition of the business. As a result of investigation many 
states passed legislation regulating the rates. The purpose of 
this legislation was to prevent: (1) unfair discrimination be- 
tween risks; (2) the charging of unreasonable rates for any 
risk, 

Independently from the activities of the states, the fire in- 
surance companies themselves were considering methods by 
which fair rates could be made. The problem at first mainly 
concerned mercantile and manufacturing risks. These presented 
so many variations in hazard that it was necessary to make spe- 
cific rates for each risk. For the old guesswork method a sys- 
tem limiting the element of judgment was substituted. This 
system endeavored to take into account, for each accepted risk, 
the special hazards involved. At present two systems are in 
general use: the universal schedule and the analytical schedule. 


Universal Schedule for Determining Rate.—For illustra- 
tion, the universal schedule will be discussed. In order to explain 
the working of the universal schedule, the method used to 
determine the rate for a non-fireproof mercantile building will 
be described, since this involves considerable detail. 

The schedule commences with a key rate, that is, the rate 
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which should be charged for a standard building in the city, 
prior to considering variations in the individual risk. 

After the key rate for a city has been determined, the build- 
ing to be rated is compared with the standard building upon 
which the key rate has been predicated. The following im- 
portant factors are considered in the comparison: 


1. Defective and sub-standard construction of the building. 

2. Exceptional construction of the building. 

3. Work performed and material kept in the building. 

4. Fire appliances provided in the building. 

5. Nature of property surrounding the building, that is, the 
exposure. 

. Management of the building. 

7. Special considerations. 


OV 


DEFECTIVE AND SUB-STANDARD CONSTRUCTION OF THE 
Buitpinc.—lIf the building varies from the construction re- 
quired for the standard building, there is a greater hazard 
than that assumed in making the key rate. In order to secure 
an adequate rate, charges must be added to the key rate. When 
walls are not constructed properly as to thickness, or floor open- 
ings, such as stairs, elevators, hallways, or vents, are defective 
in construction, both as to thickness of shafts and doors open- 
ing into the same, or there is unprotected iron or steel work, 
additions are made to the key rate. 


EXCEPTIONAL ConstrucTion.—If the construction is above 
that required for the standard, a deduction is allowed from the 
rate. For example, a standard building does not require metal 
trim or that posts, beams, joints, and girders should be over 
12 inches thick. The schedule provides a reduction if these 
are used in the building. The key rate plus the charges made 
for defective or sub-standard construction minus deductions 
made for exceptional construction would give the rate for the 
building, if unoccupied. 

WorK PERFORMED AND MATERIAL Kept IN THE BUILD- 
1nc.—The presence or the manufacture of certain commodities 
may increase the possibility of fire and the danger of its rapid 
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spread. The schedule, therefore, provides that a charge, based 
upon the most hazardous occupancy in the building, be added 
to the rate. The rate for the building unoccupied, with this 
added charge, is called the rate for the building occupied. 


FirE APPLIANCES PROVIDED IN THE BuILpING.—To en- 
courage fire prevention, reductions in rate are granted if fire 
appliances are introduced. Typical examples of fire appliances 
for which rate reductions are allowed are sufficient pails of 
water, automatic fire alarms, and chemical extinguishers. 


ExposurE.—The fire hazard of two buildings of exactly 
the same type of construction will be affected by the buildings 
surrounding each. A charge, depending upon the buildings sur- 
rounding the risk to be rated, is made for the exposure hazard. 
The exposure hazard of the building may be minimized by the 
installation of such devices as standard wired glass windows or 
standard fire shutters. 

MANAGEMENT OF THE BuiLpinc.—One of the serious 
causes of fire is the improper management of the building. 
Charges are made for increased hazards resulting from such 
faults of management as the following: 

1. Use of gas stoves which are not properly protected or con- 
nected, such as the use of flexible and rubber tubing in 
place of the proper rigid iron pipe. 
. Crowding of merchandise. 
. Lack of drip pans under machinery causing the floors to pe 
oil soaked. 
4. Dirty conditions encouraging spontaneous combustion and 
quick spread of fire. 
5. Defective electric wiring and equipment. 
6. Unsafe heating apparatus or flues. 
7. Careless handling of hazardous materials, such as cellu- 
loid, gasoline, paints and oils. 


oH Dd 


Special Considerations.—Under certain circumstances, 
other factors are also considered. Certain sections of a city 
may indicate an adverse loss ratio, for which a charge is made. 
On the other hand, there may be sections with special improve- 
ments. 
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Contents Rate.—After the rate for the building has been 
determined, the rate for the contents can be computed. The 
factors considered are very similar to those for the building and 
are essentially : 


1. Key rate. 

2. Defective and sub-standard construction of building. 

. Susceptibility of the occupancies in the building. 
Inaccessibility to fire department. 

. Fire appliances provided in the building. 

Nature of property surrounding the building (exposure). 
. Management of the building. 

. Special considerations. 


CONIA NA W 


Key Rate.—The rating commences with the key rate, on 
the assumption that the building is standard. 


DEFECTIVE AND SUB-STANDARD CONSTRUCTION OF THE 
BuiLtpinc.—The fire hazard of the contents is increased by 
defective and sub-standard construction of the building. The 
fact is recognized, however, that building deficiencies do not 
affect the contents hazard as much as the building hazard. The 
schedule, therefore, provides that an allowance only from the 
charges for defective and sub-standard construction shall be 
granted to the contents rate. 


SUSCEPTIBILITY OF THE CONTENTS.—The work performed 
by various tenants in the building or the stock kept by each 
tenant in the building varies in susceptibility to fire, water, 
smoke or heat. A stock of hats, for example, is much more 
susceptible than a stock of iron or steel bars. Similarly, the 
stock of a dealer in wearing apparel, or one who does pressing 
and general repair, is more susceptible to fire loss than stock of 
a jewelry repair establishment. 

A classification charge, as determined by previous experi- 
ence, is made for each tenant. 


INACCESSIBILITY TO Fir—E DEPARTMENT.—The fire depart- 
ment should have quick and easy access to the contents in case 
of fire. Hence, a charge is made, subject to exceptions, for 
stock kept above or below grade floor. 
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FirE APPLIANCES PROVIDED IN THE BuiLpinc.—Deduc- 
tions are made upon a theory similar to that used in rating a 
building. 

NATURE OF PROPERTY SURROUNDING THE BUILDING OR 
EXPOSURE CHARGE.—Since the building in which the contents 
are kept is affected by surrounding buildings, the fire hazard 
of the contents may also be said to be affected, for which a 
charge is made. 


FAuLTs oF MANAGEMENT.—Charges are based upon the 
same theory as that used in rating a building. 


SPECIAL CONSIDERATIONS.—Charges and credits are based 
upon the same theory as is used in rating a building. 


Other Types of Schedules.—The non-fireproof mercantile 
schedule illustrates the method used in order to determine the 
specific rate of a mercantile non-fireproof building. There are 
several variations of the universal schedule used, the most im- 
portant of which are the following: 

1. Non-fireproof manufacturing schedule 
2. Fireproof mercantile schedule 

3. Fireproof manufacturing schedule 

4. Sprinkler schedule 


Results of Schedules.—Although the various schedules 
are not absolutely scientific, they have for a long time given some 
satisfaction to the insuring public for the following reasons : 


FirE PrEvVENTION.—The reduction in rates for fire appli- 
ances and fire resistive buildings has caused a great increase in 
the use of such appliances and the construction of such buildings. 


Fair Rate.—Since each risk is measured separately, the 
rate charged is a fair measure of the cost of protecting that 
particular risk against the hazard assumed by the insurance 
company. 

ELIMINATION OF DISCRIMINATION.—Since the rates are no 
longer made upon guesswork or influenced by competition be- 
tween underwriters, but are computed and promulgated by cen- 
tral bureaus, they are applied, according to the schedules, 
equally to all risks of the same class. 


CHAPTER 5 


SPRINKLER LEAKAGE INSURANCE—WATER 
DAMAGE INSURANCE 


Need for Sprinkler Leakage Insurance.—In order to pro- 
tect property against fire, sprinkler systems have been devised. 
The systems have resulted in reduction of loss due to fires, and 
have, therefore, enabled those who install such systems to ob- 
tain very low fire insurance rates. However, the introduction 
of the sprinkler systems has developed a new hazard; that is, 
damage to property caused by the sprinkler system itself, which 
may, for reasons other than a rise of temperature resulting 
from the presence of a fire, begin to operate and so cause a 
flood of water. The following are the important causes of 
leakage: 

Freezing. 

Defective parts in sprinkler equipment. 

Unusual water pressure which the sprinkler head is unable to 
withstand. 

Excessive heat. 

Accidental injury to sprinkler system. 


To provide against this hazard, sprinkler leakage insurance 
may be purchased. 


Coverage.—Following are provisions which define the na- 
ture and extent of the company’s liability: 


1. Protection is given against direct loss and damage of 
property by sprinkler leakage. 

2. The term sprinkler leakage means leakage or discharge 
of water or other substance from within the automatic sprinkler 
system resulting in loss or damage to property described in the 
policy. 

3. The term automatic sprinkler means automatic sprinkler 
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heads, sprinkler pipes, valves, fittings, tanks, pumps, and all 
private fire protection mains, connected with or constituting a 
part of the automatic sprinkler system. 

The term automatic sprinkler does not include non-auto- 
matic sprinkler systems, hydrants, stand pipes, or hose outlets 
connected to the automatic sprinkler system unless specifically 
provided for by endorsement added to the policy. 

4. The policy also covers direct loss or damage caused by 
collapse or fall of a tank or component parts of the automatic 
sprinkler system. This damage is considered part of the loss 
caused by sprinkler leakage. 


Exclusions.—Following are provisions which restrict and 
limit the coverage of the policy: 


1. DaMAGE TO AUTOMATIC SPRINKLER SysSTEM.—The 
contract excludes any loss or damage to the automatic sprinkler 
system unless provided by endorsement under a separate item 
which mentions no other kind of property. 


2. MANUSCRIPTS, ETC.—The company is not liable to an 
amount exceeding 10% of the policy for loss of damage to 
manuscripts, models, drawings, lasts, dies, or patterns, unless 
liability is specifically assumed within the policy for a stipu- 
lated amount, under a separate item, which mentions no other 
kind of property. 

3. Losses Not Coverep.—The policy does not provide 
against damages from seepage or leakage of water through 
building walls, foundations, sidewalks, or sidewalk lights unless 
caused by sprinkler leakage. The effects of condensation or 
deposits on the automatic sprinkler system and of floods, inun- 
dations, and backing up of sewers and drains are likewise not 
covered or by the influx of tide water or water from any source 
other than the sprinkler leakage system. 

Furthermore, coverage does not extend to theft and damage 
caused by fire, lightning, cyclone, tornado, windstorm, earth- 
quake, explosion and rupture of steam boilers and flywheels, 
blasting, invasion, insurrection, riot, civil war or commotion, 
military or usurped power, or by order of any civil authority. 

The insured must use every available means to preserve the 
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remaining undamaged property after sprinkler leakage, if the 
policy is to cover the loss. 


4, AIRCRAFT.—The company is not liable, except by special 
endorsement, for loss or damage caused by aircraft or aircraft 
equipment, whether on or off the ground and not in the build- 
ing, or objects falling or descending from them. 


5. Reparrs, ALTERATIONS, AND ExTENSIONS.—Unless oth- 
erwise provided by endorsement, the company is not liable for 
losses resulting from newly installed automatic sprinkler sys- 
tems or parts until properly tested and remedied for all defects 
detected. Liability does not attach to losses from major altera- 
tions and repairs. Minor repairs to keep the system in working 
order are permitted. 


6. Unoccupancy.—The sprinkler leakage policy does not 
cover a building or its contents while it is vacant or unoccupied, 
unless otherwise provided by special endorsement. 


7. CHATTEL Mortcace.—The company is not liable for 
any property while encumbered by a chattel mortgage. During 
the time of such encumbrance the company is liable only for 
loss or damage to any other covered property. 


The policy contains many clauses similar to those in the fire 
insurance policy referring to items such as fall of building, ac- 
counts, appraisals, etc. 


Other Coverages.—The policy may also be written to cover 
cost of repairs and replacements to the automatic sprinkler sys- 
tem when the damage sustained is caused by freezing or caused 
directly by breakage of any of its parts resulting in sprinkler 
leakage. The company is only liable if the loss or damage ex- 
ceeds the sum of $25 and then only for the amount of the 
excess. No coverage is provided, however, in the cost of care 
and maintenance of the automatic sprinkler system and the cost 
of repairs and replacements made necessary by corrosion, rust, 
deterioration, or change in requirements, and any expense in- 
curred in replenishing the contents of the automatic sprinkler 
system, 


In addition to the coverages already mentioned, the follow- 
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ing are also available: (1) legal liability, (2) assumed liabil- 
ity, and (3) aircraft. 


1. LecaL Liapitiry.—One may be held liable in loss to 
property of other tenants in a building caused by the operation 
of the sprinkler system. Protection against this hazard is af- 
forded by the legal liability form. Provisions of the form are: 


(a) The insured is covered for loss or damage to the prop- 
erty of others while in the building or buildings except 
any portion occupied by the insured. 

(b) When claim is made against the insured on account of 
loss or damage, he must notify the company, or its 
authorized agents, as soon as practicable. 

(c) If suit is brought against the insured he must immedi- 
ately forward the summons or other process to the 
company’s home office. The company will defend the 
suit at its own expense, on behalf of the insured and 
pay the amount of judgments rendered against the 
insured which the amount of the policy bears to all 
legal liability insurance. Judgment payments by the 
company cannot exceed the amount of the policy. 

(d) The company may relieve itself of all liability by paying 
to the insured (either before or after claim is made) 
the amount of insurance remaining in force. 


The policy excludes liability to others assumed by the in- 
sured under any oral or written agreement, and settlement by 
the insured. 


2. AssumMeED LiaBiLity.—This form extends the policy to 
cover the property of others for which the insured has assumed 
liability. 

3. AIRCRAFT ENDORSEMENT.—This endorsement provides 
for sprinkler leakage loss caused by aircraft or aircraft equip- 
ment outside the building whether on or off ground and to ob- 
jects falling or descending from aircraft. 


Need for Water Damage Insurance.—The hazards caused 
by the use of water in or about the premises have long been 


138 INSURANCE 


recognized. Loss of property may result under any of the fol- 
lowing circumstances : 


1. Bursting of plumbing pipes, elevator tanks, and water 
mains. 

2. Leakage of steam pipes and radiators, collapse of supply 
tanks. 

3. Overflowing of tubs and basins. 

4. Leakage from defective roofs and spouts, or from sky- 
lights forming part of the roof. 

5. Leakage from faucets left open. 

6. Freezing of pipes. 

7. Rain through open or broken windows. 


To provide against this hazard, the water damage insurance 
policy was introduced. The protection provided is very similar 
to the protection against sprinkler leakage. There is no phy- 
sical limitation in the hazard, however, since there is no auto- 
matic alarm to warn against accidental leakage of water, as is 
possible in the sprinkler system. Water works quietly, and ex- 
tensive damage may easily result in a few minutes. 


Water Damage Policy Coverage.—Provisions of the pol- 
icy are: | 

1. Protection is granted against all direct loss and damage 
caused solely by the accidental discharge, leakage, or overflow 
of water or steam from the following sources: 


(a) Plumbing systems (not including automatic sprinkler). 

(b) Plumbing tanks (for the storage of water for the supply 
of the plumbing system). 

(c) Heating systems. 

(d) Elevator tanks and cylinders. 

(e) Stand pipes for fire hose. 

(£) Industrial and domestic appliances. 

(g) Refrigerating systems. 

(h) Air conditioning systems. 

(i) Rain or snow admitted directly to the interior of the 
building through defective roofs, leaders or spouting, 
or by open or defective doors, windows, show win- 
dows, skylights, transoms or ventilators. 
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2. “Water damage” means the accidental discharge, leak- 
age, or overflow of water, steam, rain, or snow from systems, 
tanks, appliances, and parts of buildings, insured against as 
sources of loss, resulting in loss or damage to property, whether 
the “water damage’ originates in the portion of the building 
occupied by the insured or not, including “water damage” 
caused by freezing. 

3. The company is not liable for loss or damage to any sys- 
tem, tank, appliance, or part of a building which is the source 
of such loss or damage. 

4. Except as otherwise provided, the policy covers direct 
loss or damage caused by the collapse or fall of tanks, or the 
component parts or supports thereof, which form a part of the 
plumbing system. Such damage or loss is considered as inci- 
dental to and part of the damage caused by water. 


Exclusions.—The company is not liable for loss or dam- 
age caused directly or indirectly by the following occurrences: 


(a) Seepage, leakage, or influx of water through building 
walls, foundations, lowest basement floors, sidewalks, 
or sidewalk lights. 

(b) Floods, inundation, backing up of sewers or drains, or 
the influx of tide, rising or surface waters. 

(c) Any gases, fumes, vapors, or rising temperature. 

(d) Fire, lightning, cyclones, tornado, windstorm, hurricane, 
earthquake, explosion (including explosion or rupture 
of steam boilers and flywheels), blasting, invasion, in- 
surrection, riot, civil war or commotion, or by military 
or usurped power, or by order of any civil authority. 

(e) Thett 

(£) Neglect of the insured to use all reasonable means to 
save and preserve the property at and after a “water 
damage.” 


The policy does not cover: (a) accounts, bills, currency, 
deeds, evidences of debt, money, notes, or securities; (b) build- 
ings or contents of buildings in process of construction or 
reconstruction unless entirely enclosed and under permanent 
roof with all outside doors and windows permanently in place; 
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(c) open structures; (d) articles, materials, or other personal 
property not otherwise specifically excluded from the coverage 
of the policy, outside of enclosed buildings. 

The company is not liable to an amount exceeding 107 
of the policy for loss or damage to manuscripts, models, draw- 
ings, lasts, dies, or patterns, unless liability is specifically as- 
sumed in the policy for a stated amount, under a separate item 
which mentions no other kind of property. 

Unless there is a written agreement added, the company 
is not liable for loss or damage: 


(a) From repairs, alterations, or extensions to the plumbing, 
heating, or refrigerating systems, or buildings, except 
that ordinary minor repairs necessary to care and main- 
tenance are permitted. 

(b) From breakage of or leakage from street water supply 
mains or fire hydrants. 

(c) From aircraft or aircraft equipment (whether on or 
off the ground and not contained in the buildings 
described in the policy) or objects falling or descend- 
ing therefrom. 

(d) While the building is vacant or unoccupied. If the policy 
is written to cover buildings or contents of a residence 
this exclusion does not apply except that the company 
is not liable for any loss or damage caused directly 
or indirectly through freezing if the residence has been 
unoccupied or unheated for a period (immediately pre- 
ceding the date of loss or damage) exceeding 48 hours, 
unless the water supply was shut off and the water and 
other plumbing systems drained during such unoccu- 
pancy. 

(e) While the property is encumbered by a chattel mortgage, 
in which event the company is liable for loss only on 
other property which is free of encumbrance. 


The policy contains other provisions similar to those of the 
fire insurance policy as well as the sprinkler leakage policy. 

The following coverage can be attached to the water damage 
policy: 
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1. Underground water supply mains and fire hydrants en- 
dorsements. 

. Water lock endorsement. 

. Inspection and supervision endorsement. 

. Legal liability form. 

. Refrigerant leakage endorsement. 
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1. Underground Water Supply Mains and Fire Hydrants 
Endorsements.—This endorsement extends the coverage of the 
policy to loss or damage to insured property caused directly 
by the accidental discharge or leakage of water from water 
supply mains and fire hydrants. 

The term “underground water supply mains” does not in- 
clude any branch piping installed to supply any automatic sprin- 
kler system. 

The words “or (a) seepage, leakage, or influx of water 
through building walls, foundations, lowest basement floors, 
sidewalks, or sidewalk lights” contained in the policy therefore 
do not apply. 


2. Water Lock Endorsement.—The provisions of this en- 
dorsement are: 

(a) The insured must at all times during the life of the 
policy maintain and keep in use a water lock installed 
upon the insured premises. 

(b) The insured agrees that he will properly maintain the 
water lock. 

(c) If the water lock is not properly maintained, any loss 
or damage caused by the leakage or precipitation of 
water from the plumbing system on the insured’s prem- 
ises is not covered by the policy. 


3. Inspection and Supervision Endorsement.—The pro- 
visions of this endorsement are as follows: 

(a) The insured agrees that a complete inspection and super- 
visory service will be maintained in the premises 
covered, during the entire term of the policy; 

(b) If for any reason complete inspection and supervisory 
service is not maintained, the company is not liable for 
more than a stated per cent of any loss that may occur, 


142 INSURANCE 


and is not liable for more than a specific per cent of 
the amount of the face of the policy; unless the com- 
pany’s consent is stated in the endorsement and an 
additional premium is paid to the company for the dis- 
continuance of the stipulated inspection and super- 
visory service. 

(c) The insured agrees to give notice to the company in 
writing of any lapsing or discontinuance of the in- 
spection and supervisory service. 


4. Legal Liability Form.—This form is similar to the 
sprinkler leakage form, but it has been widened to cover loss 
or damage to surrounding buildings and contents thereof not 
owned by the insured. 


5. Refrigerant Leakage Endorsement.—The water dam- 
age policy is limited to losses caused by water. However, by 
endorsement the policy can be extended to cover damage caused 
by the accidental discharge or leakage of the refrigerant from 
any refrigerating or air conditioning system. If this endorse- 
ment is attached to the policy, all provisions of the water dam- 
age policy apply except the following exclusions: “by any 
gases, fumes or vapors.” 


CHAPTER 6 
EXPLOSION, RIOT, AND CIVIL COMMOTION 


Need for Explosion, Riot, and Civil Commotion Insur- 
ance.— Explosion insurance is an essential need of enterprises, 
such as the following, in which the explosion hazard is in- 
herent: 


Aniline dye manufacturing Gasoline plants 

Artificial leather manufacturing Gun cotton manufacturing 

Benzol plants Grain elevator and tanks 

Celluloid manufacturing Nitric acid plants 

Cleaning and dyeing plants Oxygen plants 

Coal tar dye manufacturing Resin and turpentine manufacturing 
Distilleries Rubber goods manufacturing 
Firework manufacturing Starch mills 

Flour mills Wood alcohol manufacturing 


Policy Forms.—Coverage can be obtained by the simple 
explosion policy or by the riot, civil commotion, and explosion 
policy. Coverage can also be obtained by the supplementary 
coverage of the fire insurance policy as discussed previously. 


Simple Explosion Policy Provision.—Coverage of the sim- 
ple explosion policy is limited to all direct losses by explosion 
with the following exceptions: 

1, Explosion originating within steam boilers, pipes, fly- 
wheels, engines, and machinery connected therewith and 
operated thereby. 

2. Fire loss whether or not caused by explosion. 

3. Damages caused by military or naval forces of foreign 
enemies notwithstanding any conditions of the policy to 
the contrary. 

4. Accounts, bills, currency, deeds, evidences of debt, 
money, notes, and securities. 

Sele ite 

6. Damage to glass except by endorsement. 
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Many of the provisions of the fire insurance policy are in- 
cluded in the explosion policy. 


Riot, Civil Commotion, and Explosion Policy.— 

1. CoveraAcE.—Coverage is granted against riot; riot attending 
a strike; civil commotion; explosion directly caused by any of the 
foregoing; explosion from any other cause except fire resulting 
from explosion whether or not originating on the premises of the 
insured. Riot and riot attending a strike also include direct loss 
or damage by acts of striking employees of the owner or tenants 
of the insured buildings while occupied by the striking employees, 
excluding loss from damage to or destruction of the property owing 
to change in temperature or interruption of operations, resulting 
from riot or strike or occupancy by striking employees. 

2. Exciusions.—No protection is provided for explosion orig- 
inating within steam boilers, pipes, flywheels, engines, and machin- 
ery connected therewith and operated thereby. Furthermore, cov- 
erage is not provided for loss or damage covered under any fire 
or other kind of insurance contract ; nor for loss or damage which, 
either in origin or extent, is caused directly or indirectly by or 
incident to war, invasion, or other warlike operations (whether 
war be declared or not). Losses resulting from delay, deteriora- 
tion, or loss of market are similarly excluded. There is no liability 
for loss on accounts, bills, currency, deeds, evidences of debt, 
money, notes, securities, or by theft. 

3. GLass CovERAGE.—Liability for damage to glass is limited to 
10% of the value of the building. In no event, however, is the 
company liable for a greater proportion of the glass loss than the 
ratio that the policy bears to all similar insurance whether or not 
the other insurance covers glass. 

4. CaNCELLATION.—The policy is not cancellable by either the 
company or the insured for a period of ninety days commencing 
with the effective date of the policy, after which it may be can- 
celled at request of the insured or by the company. 


Miscellaneous Provisions.—Provisions covering excluded 


items, the penalty for misrepresentation, notice, appraisal, and 
many other matters follow the form of the standard fire policy. 


Liability for Theft—The exclusion of the liability for 
“theft” in the printed conditions of the policy does not release 
the company from responsibility for direct loss from pillage 
or looting, when such pillage or looting occurs during and at 
the immediate place of a riot, subject in all respects to the 
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conditions and limitations of the policy. This provision does 
not apply to the simple explosion policy. 

To meet special conditions, the following endorsements may 
be used with the riot and civil commotion and explosion policy. 


. Authorized Destruction of Property. 

. Ten Per Cent Glass Limitation Waiver. 

. Term Policy and Short-Term Insurance. 

. Inherent Explosion Hazard Exclusion. 

. Common Carrier’s Legal Liability Form—Liability Dis- 
claimed. 

6. Common Carrier’s Legal Liability Form—Liability Not 

Disclaimed. 
7. Vandalism or Malicious Mischief. 
8. Mortgagee Interest. 


mR WD 


1. AUTHORIZED DESTRUCTION OF PRopERTY.—Subject to 
expressed conditions coverage is extended to cover all loss 
caused by explosion (excluding fire damage), authorized by 
duly constituted governmental or civil authorities of the county 
in which the property is located for the purposes of retarding a 
conflagration. 


2. TEN PER Cent GiaAss LIMITATION WAIVER.—The 10% 
glass limitation may be waived by endorsement providing that 
coverage is extended so that the company is also liable for 
loss and damage to glass which is a part of the buildings in- 
sured. The company is not liable for a greater proportion of 
such loss or damage than the amount which the policy bears 
to the total amount of all similar insurance whether or not such 
other insurance includes liability for the loss to glass. 


3. Term PoLicy AND SHORT-TERM INSURANCE PREMIUM. 
—The premium is based upon an annual term policy and subject 
to usual short term practices as in other lines of insurance. 
The cancellation provision in the policies, however, can be 
changed under the following circumstances: (a) When de- 
sired, the cancellation provisions may be changed so as to re- 
quire 30 days’ written notice by either party to the contract 
before cancellation can be effected after the end of the ninety- 
day non-cancellation period. (b) No policy will be issued for a 
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shorter term than 90 days and no policy will be subject to can- 
cellation until 90 days after the effective date of the policy 
except that the policies covering contents of public storage 
stores, railroad terminal elevators, railroad or steamship piers, 
cotton in public warehouses, compresses, yards, and piers may 
be written for periods of less than one year at the short rates 
of fire insurance practice. Such policies may also be cancelled 
at short rates during the term at the request of the insured. 


4. INHERENT ExpLosion Hazarp ExcLusion.—An en- 
dorsement may exclude liability for loss or damage caused by 
explosions resulting from hazards inherent in the business of 
the insured and of tenants occupying the building, which may 
be covered by the fire insurance policy as discussed previously. 


5. Common Carrier’s LecaL LiaBitity ForM—LIABILITY 
DIscLAIMED.—A common carrier may be liable to others for 
losses from riot, civil commotion, or explosion. This liability 
may, however, be disclaimed when a bill of lading or a ship- 
ping receipt has been issued to anyone shipping a cargo on the 
common carrier. In spite of this disclaimer, suits may be com- 
menced against the common carrier. The company will protect 
the carrier by means of the clause known as “Common Car- 
rier’s Legal Liability Form—Liability Disclaimed.” This clause 
carries provisions as follows: 


(a) The company is liable for a stipulated sum on the legal 
liability on merchandise in the custody of common carriers, 
warehousemen, wharfingers, forwarders, or freighters, while 
contained in a specific location. 

(b) The company indemnifies the insured for their legal 
liability to the amount they are obliged to pay for such mer- 
chandise by reason of loss assumed in the policy. However, 
such hazards in bills of lading, shipping receipts, and other 
similar documents are disclaimed. 

(c) The company agrees to resist all claims under the direc- 
tion and control of the company provided the claims are not in 
excess of the amount insured. The cost of resistance whether 
conducted by the insured or by the company is paid by the 
company in the proportion that the amount of the policy bears 
to the total claims. 
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(d) In the event of loss of property covered by the policy, 
the company is subrogated to all claims upon owners of mer- 
chandise to the extent of payments made to the insured. 


6. Common Carrter’s Lecat Liapitiry FormM—Lrasit- 
Iry Nor DiscLaimep.—The bill of lading may not contain a 
disclaimer against liability for losses from riot, civil commo- 
tion, and explosion. In order to protect the carrier against loss 
the companies will issue a clause known as the “(Common Car- 
rier’s Legal Liability Form—Liability Not Disclaimed,” which 
carries the following provisions: 

(a) The company is liable for a stipulated sum: (1) on the 
legal liability in or for all merchandise or baggage held in the 
custody of common carriers, warehousemen, wharfingers, for- 
warders, or freighters; (2) also on their interest in all ad- 
vances or other charges due or to become due upon all mer- 
chandise or baggage while contained in a specific location. 

(b) If the claim is made against the insurers for merchan- 
dise or baggage, the insurers have the option of either admit- 
ting the claim for payment or of resisting it in court. The legal 
expenses incurred in resisting the claim are borne by the in- 
surance companies in the proportion that the amount of the 
policy bears to the total claims. 


7. VANDALISM AND MA ticious MIscHIEF ENDORSEMENT. 
—By this endorsement the company becomes liable for losses 
resulting from willful and malicious destruction of insured 
property. The term “Vandalism” means only willful and mali- 
cious physical injury to or destruction of the property. 

The following losses are not covered by the above endorse- 
ment: 


(a) Damage to glass constituting a part of the building. 

(b) Damage by fire, explosion, pilferage, theft, burglary or 
larceny. 

(c) For depreciation, deterioration. 

(d) Damage caused by delay or loss of market. or for conse- 


quential loss. 
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8. MortcacrE INTEREST ENDORSEMENT.—This blanket en- 
dorsement covers within specified limits the first mortgagee 
interests of such financial organizations as building and loan 
associations, banks, trust companies, and mortgage loan cor- 
porations which own numerous first mortgages. 

The company is not liable for any loss on any one building, 
in excess of any and all specific insurance thereon, in favor 
either of the first mortgagee or mortgagor unless the loss has 
impaired the security of the mortgagee to such an extent that 
the value of the land as appraised at the time of the loss, and the 
remaining value of the building plus the specific insurance, if 
any, do not equal the balance due under the first mortgage in- 
terest of the insured on the damaged property. The company is 
liable then only for the difference between the value of the prop- 
erty remaining plus the specific insurance, if any, and the 
amount due on the first mortgage interest of the insured, not 
exceeding a specific sum on any one building. 

Liability is further limited to that portion of actual loss 
which the amount of the policy bears to a stipulated percentage, 
as 25%, of the total amount of outstanding loans by the in- 
sured within the specified territory at the time of loss. If the 
total first mortgage interest insurance upon such property ex- 
ceeds 25% of outstanding loans at the time of loss, the com- 
pany is liable for the proportion which the sum covered under 
the policy bears to total first mortgage interest insurance, not 
exceeding the actual amount of loss to the first mortgagee’s 
interest. 

The policy does not cover the first mortgage interest when 
the building is used for manufacturing or the business con- 
sists principally of converting raw or partially wrought ma- 
terials into wares or merchandise or articles which are different 
in any respect from the raw or partially wrought materials 
before they enter the process of conversion. 

A second mortgage interest form protects the interest of the 
second mortgagee under the same provisions as the endorse- 
ment covering the first mortgagee. 


CHAPTER 7 


WINDSTORM, CYCLONE, AND TORNADO INSUR- 
ANCE—EARTHQUAKE INSURANCE 


Windstorm, Cyclone and Tornado Insurance Policy.— 
The development of windstorm and tornado insurance was at 
first very slow, but the occurrence of a number of severe wind- 
storms and tornadoes causing heavy losses has given impetus 
to its development. Coverage can be obtained by endorsement 
of the fire insurance policy. Coverage is also afforded by a 
separate policy which provides for direct loss resulting from 
windstorm, cyclone, and tornado. 


Hazarps CONDITIONALLY CovERED.—Coverage is not af- 
forded for loss caused by rain or snow, whether driven by wind 
or not, unless the building first sustains an actual opening in 
the roof or walls by the direct force of a windstorm, cyclone, 
or tornado. The company is liable only for such loss or damage 
as may be caused immediately by rain or snow entering the 
building through openings in the roof or wall as the direct 
result of such windstorm, cyclone, or tornado. The company is 
also not liable for loss or damage caused by water from sprin- 
kler equipment or other piping unless damaged as a direct re- 
sult of a windstorm, cyclone, or tornado. 

The company is not liable for loss or damage by fire, whether 
or not caused by windstorm, cyclone, or tornado. In case any 
building, or any material part of the building, falls as a direct 
and immediate result of a windstorm, cyclone, or tornado, the 
policy covers loss by fire as may result from fire immediately 
following as a direct result of such windstorm, cyclone, or tor- 
nado. In no case, however, will the policy be extended to cover 
fire loss unless fire insurance has ceased because of the falling 
of the insured building, or any material part of it, as the result 
of windstorm, cyclone or tornado. 
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Hazarps ExcLtupep.—The policy does not provide coverage 
for losses from frost or cold; from cloudburst, explosion, or 
lightning; from tidal wave, high water, or overflow, whether 
driven by wind or not; from civil commotion or authority ; 
from military or usurped power; from theft or neglect of the 
insured to conserve the property. The company is not liable for 
these losses whether or not they are incidental to a windstorm, 
cyclone, or tornado. 


Hazarps CoveRED BY SPECIAL AGREEMENT.—Unless oth- 
erwise provided by agreement in writing, the company is not 
liable for losses caused by hail, whether driven by wind or not, 
nor except as otherwise provided, for any other consequential 
loss. Growing crops are not covered. 


GLass CovERAGE.—The policy does not cover any plate, 
stained, leaded, or cathedral glass when such glass is covered 
against loss by breakage under any other kind of insurance pol- 
icy or contract. When such glass is not otherwise covered, 
the policy is extended to cover such glass. When liability for 
such glass is included under the policy, only such proportion of 
the insurance on any building covers on plate, stained, leaded, 
or cathedral glass therein as the value of such glass bears to the 
value of the insured building. The amount of insurance on 
such glass, as thus determined, is applied to each plate of glass 
in the proportion as it bears to the value of all the glass. 


ExcLupep ITtems.—The policy does not cover: accounts, 
bills, bullion, currency, deeds, evidence of debt, money, notes, 
securities, or manuscripts; grain, hay, straw, or other crops 
outside of buildings; radio aerials and their supports. Coverage 
does not extend unless specifically mentioned in the policy to 
automobiles, tractors, and other self-propelled vehicles, awn- 
ings, books of account, casts, cranes or hoisting apparatus un- 
less in enclosed buildings, curiosities, drawings, drilling rigs, 
electric or telephone and telegraph transmission wires and their 
supports outside of buildings, fences, jewelry, live stock, lum- 
ber, medals, metal stacks, models, oil derricks and pumping 
rigs, patterns, pictures, radio towers, scientific apparatus, sculp- 
ture, signs, silos and their contents, sheds unless entirely en- 
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closed and their contents, stand pipes, windmills or wind pumps 
and their towers, water towers and water tanks and their sup- 
ports, other tanks and their contents and supports, tramways or 
trestling and their superstructures and contents, temporary 
roofs, temporary roof structures and their contents, temporary 
or board roof additions and their contents, buildings and con- 
tents of buildings in process of construction or reconstruction 
unless entirely enclosed and under permanent roof with all out- 
side doors and windows permanently in place, articles or mate- 
rials or other personal property or open structures not other- 
wise specifically excluded under the policy outside of enclosed 
buildings. 


MISCELLANEOUS Provisions.—With respect to mortgagee 
interest, requirements in case of loss, appraisal, subrogation, 
and other miscellaneous provisions, the windstorm, cyclone, and 
tornado policy corresponds to the standard fire insurance pol- 
icy. As in fire insurance, various clauses and forms are added 
to meet special needs of policyholders. 


PREMIUM CHARGE.—Rates depend upon the following fac- 
tors: 


1. The chances of windstorm., It is well known that certain 
sections of this country are more likely to suffer loss or 
damage from windstorm or tornado than other sections. 

2. The construction of the building. 

3. The area of the building. 

4, The susceptibility of the building and contents to damage. 


Earthquake Insurance Policy.—Earthquake insurance de- 
veloped as the result of the terrific destruction of lives and prop- 
erty caused by earthquakes in the past. The tendency is for 
earthquake insurance to be purchased in those districts where 
earthquakes have occurred previously, although some earth- 
quake insurance is being sold in districts which have as yet sus- 
tained no loss from such catastrophes. It is claimed that no 
section of the United States is entirely immune from the pos- 
sibility of earthquakes. This dread has been the chief cause for 
the purchase of the earthquake insurance policy. 
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CoveracE.—Earthquake insurance policy covers liability for 
loss by earthquake or volcanic eruption and by removal of the 
property from premises endangered by earthquake or by vol- 
canic eruption subject to the following conditions and excep- 
tions. 


Hazarps Not Coverep.—The company is not liable for 
damage caused by windstorm or tidal wave, snowstorm, bliz- 
zard, frost or cold weather, explosions, fire, lightning, high 
water, overflow, cloudburst, theft, and actions of any civil au- 
thority and units exercising military or usurped power. 


Frre Loss.—If fire occurs subsequent to any loss by earth- 
quake or volcanic eruption, the company is liable only for the 
loss which occurred previous to the fire. When a building or 
any material part of the building falls as the result of an earth- 
quake or volcanic eruption and fire insurance coverage ceases, 
the earthquake policy is extended to cover any fire loss occur- 
ring subsequent to such fall of building and termination of 
liability under the fire insurance policies. 


CoNDITIONAL CovERAGE.—No liability attaches for losses 
from hail, rain, or snow unless the building first sustains actual 
damages from earthquake or volcanic eruption to its roof or 
walls. In that event, the company’s liability is limited to the 
losses caused by hail, rain or snow entering the building through 
openings in the roof or walls as the direct result of an earth- 
quake or volcanic eruption. 


ForMs AND CLAuSESs.—Provisions of the fire policy relating 
to mortgage interests, subrogation, suit, abandonment, ap- 
praisal, and requirements in case of loss are followed in the 
earthquake policy. The forms and clauses affording protection 
for rent, profits, use and occupancy, and leasehold interests in 
the event of eruptions and earthquakes are similar to the cor- 


responding forms and clauses added to the standard fire insur- 
ance policy. 


Basis FoR Premium CuHarce.—A knowledge of physical 
forces and extent of hazards is necessary for equitable formu- 
lation of rates. The following facts are considered in estimat- 
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ing probable liabilities which must be covered in the premium 
charge: 


1. Material upon which the foundation rests. Buildings 
which rest respectively on rock, gravel, sand, and mud are not 
equally susceptible to the same amount of shock. Hence an 
essential variation in the amount of damages depends upon the 
material used in the foundation of the building. 

2. Construction of the foundation. Some type of construc- 
tion may expose the building to easy damage by a shock. Other 
types are very good to withstand the strain of an earthquake. 

3. The unity in the building as to materials, rigidity, flexi- 
bility, and swing. It has been found in previous earthquakes 
that the greater the unity of the building the smaller is the 
chance that there will be a severe loss. 

4. Position of the “faults” or “rifts.”’ The severest earth- 
quake shocks occur at the “‘faults.”’ The farther the “‘fault’’ is 
from the property, the milder will be the damage. 

5. The frequency of destructive earthquakes in the vicinity. 
Knowledge of this point is important in estimating probable 
liability. 


CHAPTER $ 
RAIN INSURANCE 


Need for Rain Insurance.—In enterprises and events re- 
quiring fair weather for success, rain may cause serious finan- 
cial loss. Only a few of the businesses adversely affected by 
rainfall need be mentioned. Examples are auction sales, 
amusement parks, baseball games, carnivals, celebrations, 
church fairs, dances, excursions, county and state fairs, foot- 
ball games, gasoline filling stations, mercantile sales, parades, 
prize fights, races, rodeos, and tag days. Rain insurance pro- 
tects the promoters of these events against financial loss due to 
rainfall. 

The rain insurance policy indemnifies the loss of income or 
gross profits on events which are dependent upon favorable 
weather for success when the loss is caused by rain. The word 
“rain” means precipitation as described by the United States 
Weather Bureau and therefore includes rain, hail, sleet, and 
snow. 

Since weather conditions may be predicted, the application 
for rain insurance must be submitted seven days before the date 
for which the insurance is desired. 

The policy generally provides that the amount of the rain- 
fall, usually one-tenth or two-tenths of an inch, be based upon 
measurement obtained from a government weather station. If 
the policy provides for measurement of rainfall, the insured is 
required to make arrangements at his expense with the weather 
observer named in the policy to ascertain the measure of rain- 
fall during the period of time covered at the exact location of 
the rain gauge. If the policy provides for no specific measure- 
ment of rainfall the company’s agent must instruct the insured 
to make arrangements with three disinterested citizens to de- 
termine the exact time of rainfall, if any, at the place designated 
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in the policy where rainfall must occur during the period cov- 
ered by the policy. 

The term of all business written, except in policies requiring 
no specific measurement basis, commences and ends on the hour. 
The minimum period of insurance is three consecutive hours. 

No policy for any one day on continuous events may be 
issued except for a period of consecutive hours. If events are 
to be held for a definite period of hours at different times on 
the same day at the same location and have separate records of 
income for each specific period they may be covered as separate 
events. 

Since insurable events present different problems, the follow- 
ing types of policies are available: 


Form A—One or more days income from sources named. 

Form B—Abandonment form-expenses with no income ex- 
pectancy. 

Form C—Fairs and running races—income from sources 
named, 

Form D—Expense income or profits. 

Form E—Advance sale of tickets. 

Form F—Advertising space—publishers. 


Form A—One or more Days’ Income from Sources 
Named.—This form is used to insure: (a) events having an 
income, and (b) gross profits on mercantile sales. 

The form can be issued for a definite period of consecutive 
hours each day. The policy can be written subject to one-tenth 
inch rainfall, two-tenths inch rainfall, or no specified amount. 

The amount of insurance permitted for any one day cannot 
exceed the following percentages of applicant’s proportion of 
the gross income or gross profit if a mercantile event is insured, 
received from like sources at the last holding of the event on a 
similar day which was not affected by rainfall. 


(a) 100% when the policy insures against one-tenth or two- 
tenths of an inch of rainfall. 

(b) 80% except on baseball games when the policy insures 
against no specific amount of rainfall. 
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(c) 50% when the policy covers baseball games against no 
specific amount of rainfall. 

(d) Where no previous experience is available, the amount 
of insurance for any one day cannot exceed the ex- 
penses incident to the event or business, for such day, 
without special authority of the company. 


Provisions of the policy are: 


1. If the income insured for the entire day, regardless of 
when received, does not equal or exceed the amount of insur- 
ance, the company is liable for the difference between the 
amount of insurance and the amount of income received. When 
the gross profits on mercantile sales are insured, and the amount 
figured at the percentage of profit named in the policy, for the 
entire day, regardless of when received, does not equal or ex- 
ceed the amount of insurance, the company is liable for the dif- 
ference between the amount of insurance and the amount of 
gross profits received. 

2. The company’s liability is limited to actual loss sustained 
by reason of rainfall at the specific location provided in the 
schedule of the policy, for measuring that rainfall or at which 
the rainfall must occur during stipulated hours. The company 
is not liable for any loss caused by rainfall at any other place 
or time. 

3. If baseball games are covered against no specific amount 
of rainfall, the liability of the company does not extend beyond 
the end of five innings and in case of “double headers” beyond 
the end of five innings of the first game played. 

4. If outdoor events are covered, the company is not liable 
unless the participants have arrived in the city or town and 
are prepared to perform at the time the event is scheduled to 
commence. 

5. If a mercantile or auction sale is covered, the amount of 
gross profits for any day is determined by multiplying the 
amount of cash and credit sales for the entire day by a specific 
per cent, but the company is not liable for loss on any day un- 
less the insured’s place of business remains open to the public 
during the usual business hours on that day. 
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6. In the event that any one day event other than baseball 
is postponed to a later day, on account of rainfall, the policy 
is extended to cover on the postponed date. 

7. In case one-tenth of an inch or more of rainfall is speci- 
fied in the policy, the insured must make arrangements with 
a weather observer to measure with a rain gauge at the specific 
location covered, the actual precipitation during the period of 
time provided in the policy. On demand of the company, a cer- 
tified record of rainfall must be furnished. 

8. If less than one-tenth of an inch of rainfall is required, 
the insured must make arrangement with three disinterested 
reputable citizens to determine the exact time of rainfall, if any, 
at the place provided during the period of time provided in the 
policy. On demand of the company, such citizens must furnish 
a certified statement showing the period of time such rainfall 
occurred. 


Form B—Abandonment Form—Expenses with No Income 
Expectancy.—This form protects the insured against loss of 
expenses from which no income is expected. No specific amount 
of rainfall is required in the policy or subject to one-tenth inch 
or two-tenths inch rainfall. The amount of insurance on any 
one day cannot exceed the actual expenses of the event. Under 
certain circumstances coverage for those events may also be 
obtained under Form D, Provisions of this policy are: 


1. If, by reason of rainfall on any one day during the period 
of time provided for the day, it becomes necessary to abandon 
or postpone the event to a later date, the company is liable for 
no more than the actual fixed charges and expenses incident to 
that event and business covered for the specific day, or for no 
more than the actual loss sustained, but not exceeding the 
amount of the insurance. The actual loss must have been sus- 
tained by reason of rainfall at the specific location and during 
the hours specified. The company is not liable for any loss 
caused by rainfall at any other place or time. 

2. Any salvage, savings, or gross income from any sources, 
regardless of when received, which may accrue to the insured, 
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in case of abandonment or postponement, is deducted from the 
amount of the insurance. 

3. If outdoor events are covered, the company is not liable 
unless the participants have arrived in the city or town and 
are prepared to perform at the time the event is scheduled to 
commence. 

4. Arrangements must be made with three disinterested citi- 
zens to determine the time of rainfall, at the place provided dur- 
ing the period of time provided. The company may demand a 
certified statement of their findings. If policy is subject to 
amount of rainfall, insured must arrange with weather observer 
to measure with rain gauge at specific location actual precipita- 
tion during time provided and give on demand a rainfall record. 


Form C—Fairs and Running Races—Income from 
Sources Named.—This form is used for fairs and running 
races where similar events have been held over a period for at 
least three consecutive years. The applicant’s proportion of 
gross income, at the last holding of the event not affected by 
rainfall on fairs must have been $5,000 or more for the entire 
period or on running races, $10,000 or more per day. 

Form A may also be used for these events to cover the dif- 
ference between the amount of insurance and the income re- 
ceived. In contrast, Form C is based on an anticipated gross in- 
come and covers the difference between the anticipated gross 
income and income received but not in excess of the amount of 
insurance. 

Generally the amount of insurance required is as follows: 


(a) On fairs, on any one item of insurance, not less than 
50% of the agreed anticipated gross income from the 
sources of income covered on such item. 

(b) For running races on any one item of insurance, not 
less than 3314% of the agreed anticipated gross 
income from the sources of income covered on such 


item subject to a minimum amount of insurance of 
$5,000 per day. 


The policy may provide coverage for one-tenth or two-tenths 
of an inch rainfall. Under certain circumstances this coverage 
may be covered by Form D, Provisions of the policy are: 
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1. The policy will cover, if by reason of agreed amount of 
precipitation and rainfall at a specific location provided for as- 
certaining the measurement, during a specific period of time, 
actual loss is sustained, not exceeding the difference between 
the gross income from sources named, for that day and the 
amount of the anticipated gross income provided for such day, 
nor for more than the amount of insurance provided for that 
day. 

2. The rainfall to the amount required must occur at the 
specific hours provided. The company is not liable for any 
loss caused by rainfall at any other place or time. 

3. The insured is required to make arrangements with a 
weather observer to measure with a rain gauge at the specific 
location, the actual precipitation during the time provided. He 
must furnish the company, on demand, a certified record of the 
measurement. 


Form D—Expense, Income or Profits.—The valued policy 
as this form is called provides indemnification for loss of in- 
come (or gross profits, on mercantile sales) or for loss of 
money advanced for expenses for a definite period of consecu- 
tive hours each day. In general, this policy provides coverage 
against one-twentieth inch rainfall, one-tenth inch rainfall or 
two-tenths inch rainfall. Provisions of this form are: 
1. The insured is indemnified against loss by rainfall inci- 
dental to the covered event held at a specific location. 
2. In the event of the required rainfall, the company be- 
comes liable except as otherwise provided, for the full amount 
of insurance for that day, but not exceeding one of the fol- 
lowing: | 
(a) 100% of the net expenses incurred by the insured that 
day and lost by rainfall. This test is usually applied 
where there is no previous experience. 

(b) 60% of gross income from a similar past event unaf- 
fected by rainfall. This limit is applied where there is 
a record of gross income from similar sources. 

(c) 60% of gross profit on the last similar day unaffected 
by rain. This limit is applied to mercantile and auc- 
tion sales on the basis of past experience. 
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3. The insured is required to make arrangements with the 
United States Weather Bureau for obtaining a rainfall reading 
with a rain gauge during the period of time provided, in which 
the measure of rainfall is to be determined, and, on demand, 
furnish the company a certified record of such reading. The 
company is not liable for any loss caused by rainfall at any 
other place or time. 

4. If a mercantile or auction sale is covered, the amount of 
gross profits for any day is determined by multiplying the 
amount of cash and credit sales for the entire day by the stipu- 
lated per cent. 

5. No other rain insurance is permitted for the event, un- 
less an agreement in writing is added to this form. 


Form E—Advance Sale of Tickets.—This form indemni- 
fies high schools, colleges, promoters of professional football 
games for loss of income from advance sales of reserved seat 
tickets, provided such tickets are returned unused for refund 
of purchase price on account of rain. The minimum amount 
of rainfall insured against is one-tenth inch. 

When issuing a ticket which is redeemable, the agreement 
refund of purchase price of ticket must show the amount of 
rainfall required, the date, and the hours during which the rain- 
fall must occur. The agreement must be printed on a “Rain In- 
surance Certificate” which can be detached from the ticket when 
the “Gate Stub” is detached on presentation of the ticket for 
admission at the gate. Provisions of the policy are: 


1. In the event of a specific amount of rainfall at a stated 
location during a specific period of time provided for in the 
policy, the company agrees to indemnify the insured for not 
exceeding the amount that the insured has to refund the holders 
of unused redeemable reserved tickets sold to purchasers, at not 
exceeding the purchase price of the tickets, including tax, if 
any, but excluding the premium cost, that may have been 
charged by the insured for the event. 

2. The insured may at its option sell reserved tickets, the 
purchase price of which is subject to return in case of rainfall 
as specified. Reserved tickets in order to come within the scope 
of the policy, must meet the following conditions: 
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(a) Each redeemable reserved seat ticket must have attached 
a numbered rain insurance certificate which clearly 
indicates on it the specific conditions under which it 
may be returned for refund, and in such event the 
amount of the refund. 

(b) No redeemable reserved tickets can be sold subsequent 
to seven days preceding the event for which it is 
issued. 

(c) Any redeemable reserved ticket returned for refund must 
be intact and unused and must have the rain insurance 
certificate attached. 

(d) No redeemable reserved ticket-holder is entitled to a 
refund unless the unused ticket is presented for refund 
to the insured within 30 days following the date of 
the event for which it is issued. 


3. The company is not responsible for tickets in the pos- 
session of individuals, brokers, selling agents or other selling 
agencies who hold or have purchased the tickets for resale. 

4. The insured is required to return all rain insurance stubs 
to the company five days prior to the date of any scheduled 
event provided for under the policy. Each stub must indicate 
the purchase price, including tax. The premium due the com- 
pany must be remitted with the report. 

5. The company is not liable for any refund unless the par- 
ticipants have arrived in the place designated for the event and 
are prepared to perform at the time and on the day the event 
is scheduled to commence. The company is not liable in case 
the event is abandoned for any cause other than rainfall. 

6. In case any one-day event covered is postponed to a later 
day, on account of rainfall in the amount provided, during the 
period of time covered, the policy is extended to cover on the 
postponed date. 

7. The insured is required to make arrangements with a 
weather observer, to measure with a rain gauge at the specified 
location the actual precipitation during the period of time pro- 
vided, and upon demand, submit to the company a certified 
record of same. The company is not liable for any loss caused 
by rainfall at any other place or time. 
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Form A or Form D may be used to insure anticipated in- 
come from sale of tickets, other than redeemable reserved seat 
tickets. 


Form F—Advertising Space—Publishers.—Prospective 
purchasers of advertising space may be deterred by fear that 
the amount expended may be wholly or partly lost through rain. 
To meet this problem of publishing and advertising concerns, 
Form F will cover losses of income from advertising space 
by indemnifying the insured publisher for an amount which he 
has agreed to refund the advertiser in case of rain. 

When space is purchased, the publisher agrees, in event of 
a specified amount of rainfall during the specified number of 
consecutive hours, to refund to the advertiser the total or part 
of the amount paid for advertising or to rerun the advertising 
at reduced cost or free of charge. 

Most merchants who advertise in newspapers, or other ad- 
vertising mediums, place the advertisement to appear on certain 
dates, or in certain editions of the publication, because they 
hope to receive the benefit therefrom at a later date, or from 
a particular sale. For example, a newspaper may be published 
on Thursday. Merchants who advertise in that edition hope to 
attract customers for Saturday sales, or for a sale which is to be 
held at a later date. The sale of space will be facilitated if the 
advertiser knows that in the event of rain on the date of the 
sale the amount expended for advertising space will be re- 
funded in whole, or in part. 

The amount of insurance to be purchased depends upon the 
agreement the publisher desires to make with the advertiser. 
The publisher can use the following plans: 

(a) Return cost of the advertisement. 

(b) Return percentage of the cost of the advertisement. 
(c) Reprint the advertisement at a reduced cost. 

(d) Reprint the advertisement free of charge. 


The amount of insurance that will be granted cannot exceed 
the estimated income to be derived from the advertising space 
sold under the agreement for refund or reprint, in case of rain. 
However, the amount may be limited, if the publisher so desires, 
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to an amount sufficient to refund only a percentage of the cost 
of the space on which refund is to be made, or it may be limited 
to the cost of reprinting the advertisements which come under 
the agreement for reprinting. The provisions of this form are: 


1. In the event of a specified amount (one-tenth inch or 
two-tenths inch) of rainfall as recorded by a rain gauge at the 
United States Weather Bureau, or by a government weather 
observer at a specific location occurring on any one day during 
the period of time provided for such day, the company is liable, 
except as otherwise provided, for not exceeding the amount of 
insurance specified for that day. 

2. The amount of insurance and the premium charged are 
based on the estimated number of inches of advertising space 
sold, or to be sold, by the insured in a specific publication to be 
published in a specific location, on a specific date or dates, at 
a specific average cost per inch. 

3. In the event of rainfall in the amount required, on the 
day specified, during the period of time provided for such day, 
the insured will return to the purchaser of advertising space the 
amount paid for that advertising space, or a specified percen- 
tage of it, or will reprint the advertisement at a reduced cost, 
or free of charge. 

4. When the publication forms are closed for any issue of 
the publication, containing advertising space insured, the in- 
sured must make an immediate report to the company of the 
number of inches of such advertising space, and must furnish 
a marked copy of that particular publication, indicating the 
specific advertisements covered by the insurance. 

5. The liability of the company for any one day is limited 
to the amount of insurance provided for such day. However, in 
the event the amount of advertising space sold, figured at the 
average cost per inch as specified, does not equal the amount of 
insurance provided for such day, the company will cancel the 
excess insurance over and above the amount derived, or to be 
derived from the sale of such advertising space, and will return 
the premium, pro rata, on the insurance so cancelled. 

6. The insured is required to make arrangements with the 
United States Weather Bureau, or with a government weather 
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observer, for obtaining a rainfall reading at the location of the 
rain gauge, and is required, on demand, to furnish the com- 
pany a certified record of the measurement of the rainfall. The 
company is not liable for any loss caused by any rainfall at any 
other place or time. 

7. No other rain insurance is permitted on this event unless 
an agreement in writing is added to this form. 


General Policy Provisions.—The various forms are at- 
tached to the policy contract. Irrespective of the form attached, 
the entire rain policy is void unless the premium is received by 
the company or a duly authorized agent in advance of the pe- 
riod of insurance. The time of the policy is based on standard 
time at the place of loss. In localities where daylight saving 
time is used, standard time means daylight saving time. 

Unless otherwise provided by written agreement, the con- 
tract cannot be cancelled by either party. In case of fraud and 
misrepresentation, loss and suit, and in other respects, the rain 
policy contains clauses-similar to those contained in the fire in- 
surance policy. 


Rates.—The premium charges for rain insurance are based 
upon an analysis of the measurement and frequency of rain- 
fall. This measurement is obtained from the reports of the 
Weather Bureau Stations conducted by the United States Gov- 
ernment. Obviously, weather conditions vary throughout the 
United States, and rates, therefore, depend primarily upon the 
amount and frequency of rainfall in the section for which the 
policy is to be issued and the effective date of the policy. In ad- 
dition to this primary consideration, the premium charge de- 
pends upon the duration of the policy, the amount of rainfall 
required before the insured can hold the insurance company 
liable, the month during which coverage is granted, and varia- 
tions in the contract conditions of the policy. 

In certain sections of the country a higher rate may also 
be charged during the summer months for policies covering the 
afternoon during the so-called “thundershower” period which 
has been found to exist in some territories. 


CHAP TERS9 
HAIL INSURANCE 


Need for Hail Insurance.—One of the serious hazards of 
the farming industry is the possible loss of crops through hail. 
Hail losses occur over the country, but frequency, intensity, 
and damage are greater in some areas than in others. Crop 
losses from hail may be singled out from other hazards and 
for all practical purposes are inescapable. Consequently hail 
insurance serves an important need and is the only type of crop 
insurance now written to any extent. 

The losses from hail storms vary greatly year by year. The 
losses are, however, heaviest in those regions where farmers 
concentrate on one crop, and a hailstorm during a critical period 
in the growth of the plant is sufficient to cause a ruinous loss. 
In these regions the tendency is to insure the main crop. 

A distinctive feature of hail insurance is the period of cov- 
erage. The policy is not written for a specific period of time, 
as are most other forms of insurance. The coverage is written 
either for the period of crop development or until the crop is 
completely harvested. 


The Application.—The policy of hail insurance is strictly 
a property damage coverage. The basis of the policy is an ap- 
plication which is attached to the policy when issued and is, 
therefore, made a part of the contract. 

Provisions of the policy are: 


1. The policy commences 24 hours after the application is 
signed by the insured and the agent of the company, and con- 
tinues until the crop is harvested or otherwise disposed of, un- 
less the crop is destroyed. The expiration date is the 15th of 
October unless otherwise provided. 

2. The company is liable for 48 hours after receiving the ap- 
plication at its policy-writing office. The company must notify 
the applicant if it desires to terminate all liability and the lia- 
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bility of the company is terminated upon the receipt of the no- 
tice by the applicant for the insurance. 

3. The application contains the following important infor- 
mation: 


(a) The insured’s interest in the crop to be insured. 

(b) The number of acres insured. 

(c) Phekind of-crop: 

(d) If the policy covers fruit or vegetables, the number of 
and variety of trees or plants. 

(e) The age of trees or plants. 

(£) The amount of insurance per acre required. 


4, The insured warrants that the crops described are all the 
crops that he owns in the section or location of the property 
described or in adjoining locations. If there are any other loca- 
tions, the application must contain a description of these loca- 
tions. 

5. The insured certifies that the crops upon which insurance 
is applied for have not been hailed upon previous to the time 
of signing of the application. 

6. Insurance covering tree fruits takes effect when the fruit 
has set and shows signs of a normal crop, not diseased. Injury 
to trees, blooms, or blossoms is not covered whatever the cause. 

7. The policy does not cover damage to the vine, plant, or 
bush, or leaves, unless the damage affects the crop, and then 
only to the extent the product has been damaged, unless spe- 
cifically described and insured as non-bearing vines, plants, or 
bushes. 

8. If corn, corn fodder, or ensilage corn is covered, the 
insurance takes effect when the second joint of 75% of the 
plants is clearly visible above the ground from an outside in- 
spection. Corn stalks or leaves are covered when and to the 
extent that the product is damaged. If the crops are planted, 
grown, and specifically described in the policy schedule as fod- 
der or ensilage corn, the policy covers the loss or damage to 
corn stalks or leaves but not to the grain produced on these 
crops. 

9, If cotton is covered in the policy, the insurance takes ef- 
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fect when the crop is up and shows a stand. The policy covers 
loss or damage to cotton stalks, leaves, or squares and blooms 
only when and to the extent that the product is damaged. The 
policy does not cover cotton stalks, leaves, or squares and blooms 
after 12 o’clock noon, September 15, prior to the expiration 
date of the insurance. Not more than one-third of the amount 
of insurance applied for takes effect before 12 o’clock noon of 
the 15th day after the cotton was up to a stand. Not more than 
two-thirds of the amount of insurance applied for takes effect 
between 12 o’clock noon of the 15th day and 12 o’clock noon 
of the 30th day after the cotton insured was up to a stand. 
The company is liable only until the cotton has matured, that is, 
the bolls have opened. 

10. The insurance of the policy covers only marketable com- 
mercial crops. The company is not liable for loss or damage to 
culls, blighted worm-cast, or diseased crops of any character, 
nor crops which have for any reason been abandoned. 

11. Crops which have been cut, dug, picked, pulled, or har- 
vested are not covered wholly or in part. 

12. The insured must keep and when required submit a 
complete record of the cutting, digging, or otherwise harvesting 
of any crop described in the schedule. Violation of this pro- 
vision frees the company from liability. 

13. If a crop may be reset, replanted, or regrown and ma- 
tured during the insured season, the company’s liability for crop 
losses is limited to the cost of resetting or replanting. 

14. The company is liable only when the loss from hail 
equals at least a stipulated percentage, such as 5% or 10%, 
of the particular risk at the date of the loss. 

15. The company is not liable for loss or damage to any 
crop or part of crops insured under the policy: (a) if the loss 
or damage results from any other cause combined with hail; 
(b) if the loss is the result of hail, but the crop has been so 
injured or damaged from any other cause or causes as to pre- 
clude a profit over and above the actual cost of harvesting, 
storing and marketing of such crop; (c) if the hail damage oc- 
curred because of the neglect or failure of the insured to cut, 
dig, pick, pull, or otherwise harvest matured crops. 
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16. In case the exact acreage of any crop covered is less 
than the total acreage stated in the insured’s application, the 
insurance will be reduced in that proportion which the ascer- 
tained deficiency in acreage bears to the total acreage stated in 
the application. The company will refund to the insured the 
premium, if any, paid on excess insurance. When the exact 
acreage of any crop insured is greater than the total acreage 
stated in the insured’s application, the amount of insurance per 
acre will be determined by dividing the total amount of insur- 
ance applying to the crop by the total number of acres com- 
prising the crop. If there is disagreement as to the correct 
acreage of any crop covered under the policy, the insured must 
furnish, without cost to the company, a survey made by a com- 
petent surveyor showing the exact acreage of the disputed crop. 

17. Any cutting, digging, harvesting, or other reduction of 
the crop value for any reason except hail damage reduces the 
liability of the company proportionately. 

18. In case of hail loss, the insured may not abandon the 
crop to the company. 

19. Unless the crop can be reset, replanted, or regrown, 
the company pays the same per cent of the insurance as the 
hail damage bears to the insured crop value. 

20. Within a stipulated period after crop damage from hail, 
if the loss exceeds the stipulated percentage, the insured must 
notify the company by registered mail of the policy number, the 
exact time of loss, any other hail insurance, and the probable 
loss percentage. Failure to give notice in exactly this form 
may release the company from liability. Should the loss be be- 
low the required percentage, the company is not only freed of 
liability, but the insured must also pay all expenses incurred in 
investigating the claim. 


Minimum Loss and Deductible Clauses.—Many farmers 
desire protection only in case of heavy loss and do not desire 
coverage for slight damage. To meet these requirements the 
insurance company issues the following loss clause and deducti- 
ble clauses: (1) 25% Minimum Loss Clause, (2) 10% De- 
ductible, (3) 20% Deductible, (4) 25% Accumulative-De- 
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ductible Clause, (5) Premium Deductible Clause. Illustrations 
of adjustments under the various clauses will be shown subse- 
quently. 


1. Twenty-Five Per Cent Minimum Loss Ciause.— 
This clause provides that the company is not liable for any loss 
or damage by hail to the crops insured unless loss or damage 
or accumulation of loss or damage during the term of the in- 
surance equals or exceeds 25% of the particular crop. 

If the insured files a claim for loss or damage by hail only, 
and the loss or damage at the date of occurrence of the hail 
is less than 10% of the particular crop, the insured must pay 
to the company the expenses incurred in investigating the claim. 

This latter provision also applies to the three clauses that 
follow. 

2. TEN PER CENT DEDUCTIBLE CLAUSE.—In the event any 
crop insured is damaged or destroyed by hail only, there shall 
be deducted 10% of the total insurance under the policy apply- 
ing to the particular crop so damaged. This deduction, how- 
ever, applies only to the first loss that exceeds 10% of the par- 
ticular crop so damaged, and does not abrogate the clauses ap- 
plying to minimum loss in the policy. 

3. Twenty Per Cent DEDUCTIBLE CLAUSE.—If any crop 
insured is damaged or destroyed by hail only, 20% of the 
amount of insurance is deducted from the first loss only that 
exceeds 20% of the particular crop so damaged. This deduc- 
tion does not abrogate the clauses applying to minimum loss in 
the policy. 

4. Twenty-Five PER Cent ACCUMULATIVE-DEDUCTIBLE 
CLausE.—Under this clause, the company is not liable unless 
the loss or damage, or accumulation of loss or damage during 
the term of the insurance, exceeds 25% of insurance. This de- 
duction is made from the first loss or accumulated losses that 
exceed 25% of the particular crop so damaged. This deduc- 
tion does not abrogate the clause applying to minimum loss in 
the policy. 

5. Premium DeEpUCTIBLE CLAUSE.—This clause provides 
that in the event any crop covered is damaged or destroyed by 
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hail only, the maximum liability will not be in excess of the 
difference between the total liability on the kind of crop cov- 
ered and the premium paid on that crop. The first loss or losses 
up to the amount of the premium paid on the kind of crop 
covered is borne by the insured. All losses, after the deduction 
of this premium, will be paid in full by the company. This 
endorsement does not abrogate the clauses referring to the min- 
imum loss. If the insured files a claim for damage and the loss 
or damage caused by hail only is less than the amount of the 
premium paid on the kind of crop covered, then he must pay 
all the expenses incident to the investigation of the claim. 


Premium Charge.—The cost of hail insurance per acre 
varies widely. One common rate might produce unsatisfactory 
results, as the hail hazard cannot be said to be similar through- 
out the country. Experience has been gathered by the com- 
panies, and rates formulated on the basis of type of crop and 
location of the risk. In addition, there is a limit per acre of 
liability assumed by the insurance company. 


Adjustments.—Providing the crop is not grossly overin- 
sured, market values in themselves are not considered in ad- 
justment of hail losses. The only question of fact that arises 
in an adjustment of hail loss is the question of percentage of 
crop damage. If on the average in a certain field 20 stalks of 
wheat out of each 100 are damaged, this is considered a 20% 
loss for that particular acreage. This percentage is then ap- 
plied to the amount of insurance applicable to the damaged por- 
tion and the result constitutes the amount payable under the 
policy. In the final analysis, therefore, the hail policy is a full 
100% coinsurance form. In order to illustrate this principle, 
assume the following conditions: 

40 acres of wheat insured at $10 per acre (amount of insurance).... $400.00 
10 acres damaged 60% by hail and the balance of the acreage not 


damaged. 
Market value of an undamaged crop is $15 per acre. 


Adjustment of loss: 
Total'coyerage on 10;acresiataplOspersactenes sc ae ene eeieete $100.00 
Dama ge © siec0: si save bk Sins RETA Coren See LMR eS Cee aT ae 60% 
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To illustrate adjustment under the various clauses, assume 
a $30,000 hail policy on a 100-acre apple orchard at $300 per 
acre. The adjuster picks 4,000 apples which are analyzed as 
follows on the basis of United States standard grades from a 
hail-pick standpoint: 


No.of Percentage of Total 
Apples Damage Allowed Average 
Eitcibutnomdamaccdam actrees 100 — — 
Reduced by hailfrom U.S.No.itoNo.2 600 35% 210 
Reduced by hail from U.S. No. 1 below 
INO me2ieg tral eriey. ce wairsee weneeaeter Peete cat 2,000 70% 1,400 
Reduced by hail from U. S. No. 1 to 
vinegar or evaporator stock.......... 1,100 90-100% 1,100 
Reduced by hail from U.S. No. 2 to vine- 
gar Of evaporator stock.......-.+.-- 200 35% 70 
Motallapplesmecaaccenrrec 4,000 Grand total.... 2,780 


Under the standard policy, the average percentage of loss 
would be 69.5% (2,780 4,000) and the amount payable 
$20,850 (69.5% of $30,000). The remaining insurance in 
force amounts to $9,150. 

Using the same facts for 10% deductible clause, 10% is 
deducted from 69.5% of the loss, leaving a loss payable of 
$17,850 (59.5% of $30,000). The remaining insurance is thus 
$12,150. 

Similarly, a 20% deductible clause would reduce the loss 
percentage to 49.5% and the amount payable to $14,850, leav- 
ing $15,150 insurance in force. Given a 25% deductible clause, 
the loss ratio is 44.5%, the company’s liability $13,350, and 
the remaining insurance $16,650. 

Finally, a 25% minimum loss clause provides for the full 
payment of the $20,850 loss (69.5% of $30,000), since the 
loss percentage exceeds 25%. The remaining insurance in force 
amounts to $9,150. 

In case the farmer is not satisfied with the company’s ad- 
justment, he has the privilege of calling in an inspector of the 
United States Department of Agriculture. If the inspector dis- 
agrees with the company adjuster, the company will pay the 
higher amount. 


CHAPTER 10 
LIVE STOCK INSURANCE 


Need for Live Stock Insurance.—The need for protection 
against loss through the premature death of animals, such as 
cattle and horses, has always been recognized. As a result of 
this need, live stock insurance has been developed. Few insur- 
ance companies write this form of insurance. An important 
live stock insurance company uses the principles discussed in 
this chapter. 

With the introduction of general live stock insurance, there 
has also been provided special insurance for race horses. Own- 
ers of expensive race horses no longer need fear heavy loss 
due to premature deaths of the animals. 

Since the live stock policy is a form of life insurance, the 
animal must be in good health when proposed for insurance and 
in an insurable condition on the effective date of the policy. 
While animals will not be insured for more than their actual 
cash value, appreciation in value by reason of prize-winning 
performances may be given recognition by the company. Of 
the two important forms, Form No. 1 is used to cover such 
animals as race horses, saddle horses and polo horses, while 
Form No. 2 is used to cover such animals as cows and farm 
horses. 


Form No. 1.—Under Form No. 1 each race, saddle, or polo 
horse must be fully described as to name, sex, age, color, sire, 
and dam. Upon approval of the application, the company in- 
sures each animal in accordance with the provisions which are 
given below: 


CovERAGE.—Losses resulting from death caused directly by 
disease, accidental injury, fire, lightning, and windstorm any- 
where within the boundaries of the United States or Canada 
are covered. Except as otherwise provided, protection contin- 
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ues during transportation by rail, ferry, or enclosed and prop- 
erly equipped van type of motor truck. 


VoLuntTARY DEsTRUCTION.—Coverage of losses resulting 
from voluntary destruction of animals to relieve suffering is 
granted only under two special circumstances : 


1. The company has given written consent signed by its gen- 
eral agent for destroying the animal, or 

2. The animal is injured and destroyed on a public highway 
or at a race meeting or other public event. To bind the 
company, however, the destruction must occur within 
a stipulated number of hours after injury and then only 
after a local licensed veterinarian has certified the neces- 
sity of killing the crippled animal. 


Exc.Lusions.—No liability is assumed for the following 
losses unless specifically covered by endorsement obtained prior 
to the destruction of the animal or animals. 


1. Where the animals are being transported in any type of 
motor truck especially constructed for transporting 
horses, that is, a regular horse van. The policy also 
permits the use of any ordinary open truck or trailer 
properly constructed for transporting horses, the four 
sides of which must not be less than six feet high and 
in which the horses are cross-tied, with a heavy rope 
hitched around the pole to prevent an animal from ele- 
vating the head higher than it is held in normal standing 
position. A further condition is that the insured must 
furnish suitable facilities for safe loading and unloading 
of animals. 

2. Where the animal or animals are shipped by motor truck 
van for a distance requiring more than 18 hours’ travel, 
unless the animals are unloaded at the end of each 12 
hours’ travel and are fed, watered, and rested for at 
least six continuous hours. 

3. During transportation by aircraft. 

4. The expense of removing or disposing of the remains of 
animals. 
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5. Depreciation in value of animals becoming unfit for duties 
intended. 

6. Death of any animal put to any use other than stated in 
the application upon which the policy is based. 

7. Death of animal not in absolute health when the policy 
was delivered. 

8. Death caused directly or indirectly, by invasion, insur- 
rection, riot, revolution, civil war or commotion, or mili- 
tary or usurped power. 


9. Death of any animal which dies from an unknown cause 


if the insured fails to permit the company to have a 
post-mortem examination made by a veterinarian of its 
own selection and then only if the post-mortem report 
shows the cause of death to fall within the coverage of 
the policy. 

O. Death of any animal caused directly or indirectly by the 
carelessness or neglect of the insured, his agent, em- 
ployees, or bailees. 

1. Death of any animal from injuries originating before the 
acceptance of the application, the issuance and delivery 
of the policy to the applicant and the premium paid. 


Losses Not CovEreD Except sy ENDORSEMENT.—Unless 


othe 
fOr: 


rwise provided by endorsement, the company is not liable 


1. Death of any animal “unnerved” through the operation 
of neurotomy for lameness. 

2. Death of an animal which has been castrated or fired, or 
subjected to any other operation during the life of the 
policy. 

3. Deaths of animals used in polo, hunting, jumping, hur- 
dling, steeplechasing, point-to-point racing, or schooling 
for those uses. 

4. Death of any animal turned out on pasture without daily 
supervision and care. 

5. Death of any mare directly or indirectly from its use for 
breeding. 
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6. Destruction of any animal exposed to or contracting any 
contagious or communicable disease, whether or not the 
destruction is by order of the federal authority. 


Duties oF INsuRED.—The insured must comply with the 
following requirements : 


1. On request, the insured must grant the company posses- 
sion of such of the dead.animal’s organs, limbs, or tissues 
as may be required for preservation or evidential pur- 
poses. 

2. If the animal’s skin is punctured with a nail or wounds 
are otherwise incurred, the insured is required to have 
the animal immediately treated by the administration of 
tetanus antitoxin by a qualified veterinarian. 

3. Upon the sickness or injury of an insured animal, the 
insured must employ at his own expense the services of 
a licensed veterinarian and use all means to preserve the 
life of the animal. 

4. Notice of the animal’s sickness or death must be sent im- 
mediately by telegraph to the company at its designated 
office. This notice must specify the number of the pol- 
icy, the name of the animal, the cause and time of its 
illness or death, and the name and address of the vet- 
erinarian in attendance. 

5. Except when required by law or ordinance, the insured 
may not dispose of the animal’s carcass before the com- 
pany has examined the carcass or given permission for 
its disposal. 


Sworn STATEMENTS OF Loss.—The insured must submit 
a sworn statement of the following facts within a specified pe- 
riod, such as 30 days, unless extended in writing for the com- 
pany; 
1. Cause and time of death according to the knowledge and 
belief of the insured. 
2. The use to which the animal was put up to the time of 
injury or death. 
3. The date and form of the first notice sent to the com- 
pany of the sickness or death of the insured animal. 
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The company’s representative, if any, who identified the 
animal. 


. Disposition of the carcass. 


The interest of the insured and all others in the animal 
and its cash value at the time of illness or death. 

The name and address of the vendor from whom the in- 
sured purchased the animal and the date and cost of 
acquisition. 

All other insurance on the animal, whether valid or in- 
valid. 

A full history of the animal’s sickness or injury, includ- 
ing the date of discovery and the age and exact location 
of the animal at the time; a complete description of the 
markings and color of the animals; the names and ad- 
dresses of veterinarians in attendance; and the dates of 
their first and subsequent visits. 

Nature and dates of operations undergone by the animal 
during and prior to the policy period. 


This signed statement of the insured must be accompanied 
by a signed and sworn statement by the attending veterinarian 
regarding the following facts: 


i 
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Day and hour of his first visit in connection with the 
sickness or injury which led to the animal’s death. 


. Number and dates of his subsequent visits. 
. Exact time of death. 


Complete description of mortal illness or injury and 


whether caused by the way the animal was housed or 
nursed. 


. All important medical facts connected with the case, in- 


cluding other diseases complicated with the illness or 
injury causing death. 


. Operations of which there was evidence. 
. Apparent age, sex, height, color, and markings of the 


animal. 


. If the veterinarian held a post-mortem examination of the 


animal, the date and a detailed accounting of his findings 
must be given. 
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In addition, the insured must furnish affidavits by disinter- 
ested persons of identification of the carcass, in the event that 
no representative of the company has viewed it. 


OTHER INSURANCE.— Unless provided by endorsemenit, pro- 
curement of other insurance, whether valid or invalid, voids 
this policy. When the company has given consent to other in- 
surance on the animals, however, the company’s liability is lim- 
ited to that proportion of the loss which the amount of the 
policy bears to total insurance, irrespective of whether the other 
insurance is valid and written by solvent companies or not. 


TitLte.—The unconditional and sole ownership is an express 
condition of the contract. Furthermore, the company is not 
liable, unless otherwise provided, under these conditions: 


1. Assignment of the policy before loss. 

2. Animals encumbered by chattel mortgage. 

3. Title in dispute or subject to litigation. 

4, Any change, except by death of the insured, in interest, 
title, or possession, whether by voluntary action of the 
insured or by legal process or judgment. 


MEASURE OF LiABiILity.—The company’s liability is limited 
to the lower of the following amounts: 


1. The amount for which the animal is insured in the schedule 
attached to the policy. 
2. Actual cash value at the time of loss. 


Form No. 2.—This live stock policy contains similar provi- 
sions applicable to such animals as cows and farm horses. 


CovErAGE.—Losses resulting from death caused by disease, 
accidental injury, fire, lightning and windstorm are covered 
when occurring on the premises or temporarily elsewhere in the 
vicinity of the premises described in the policy. Liability may be 
extended by written endorsement for losses from death taking 
place anywhere within the limits of the United States or 
Canada. 

In addition to these two forms described, several others are 
available to meet special needs, known as the herd insurance 
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policy, the deductible policy, the foaling policy, and the exhib- 
itors’ and breeders’ policy. 


Herp InsuraANce.—As an alternative to specific insurance 
on individual animals for designated amounts, an entire herd 
may be covered in one policy. Thus, a single policy may be pur- 
chased for a commercial dairy herd; a breeding herd of pure 
bred, grade dairy or beef cattle; or a breeding herd of pure bred 
or grade horses. 


DepucTIBLE PoLicy.—For owners of large herds, a policy 
may be written with a deductible clause, under which the in- 
sured assumes a percentage of the liability. This clause may 
apply to each animal described or to animals grouped under a 
blanket form of contract with average limits per head. If pre- 
ferred, a combination of specific and blanket coverage may be 
obtained. 


Tuirty-Day Foattnc Poticy.—The policy is a full mor- 
tality contract, including death resulting from foaling or abor- 
tion for a term of 30 days, commencing on the day the mare 
begins to foal and expiring on the thirtieth day following. The 
maximum insurance granted usually is 75% of the animal’s 
value. The application for insurance must reach the home office 
at least 15 days prior to the expected date of foaling. 


EXHIBITORS’ AND BREEDERS’ PoLicies——Two forms are 
available. One form protects exhibitors and breeders against 
the loss incurred by the death of animals resulting from fire, 
lightning, windstorm, and tornado. The animals are covered 
wherever they may be within the limits of the United States 
and Canada, whether inside or outside fair or other buildings 
or in transit by rail, ferry, transport, or properly equipped 
motor vehicle. 

The second form is wider as it covers losses resulting 
from fire, lightning, windstorm, tornado, and death by external, 
accidental, and violent means only of animals, excluding polo 
horses, race horses, hunters, jumpers, and steeplechase horses. 

In contrast to the full mortality policy, the exhibitors’ and 
breeders’ policy forms do not cover death from disease and 
hence do not require a veterinary’s certificate. 


CHAPTERVIT 
MARINE INSURANCE 


Branches of Marine Insurance.—When a boat is sent to 
sea or a cargo is shipped, there are dangers of loss due to many 
causes in connection with that venture. Marine insurance has 
been developed to meet such of these losses as are occasioned 
by the hazards of the seas and other perils mentioned in the 
policy. 

Three distinct branches of marine insurance are available 
to meet respectively loss of cargo, hull, and freight charges. 


Cargo Policies.—To meet the various needs of business 
firms which send a few shipments per year and those exten- 
sively engaged in shipping, three types of cargo insurance poli- 
cies have been devised, known as the special policy, the open 
or floating policy, and the blanket policy. 


Special Policy.—lf a business concern makes few shipments 
throughout the year, a policy may be obtained for each ship- 
ment, naming the boat upon which the shipment is to be sent 
and the limits of the voyage. The following essential informa- 
tion is required by the insurance company before the policy may 
be issued: 


1. Commodity to be shipped. 

2. Name of vessel. 

3. Place from where the commodity is to be shipped, and 
where the commodity is to be delivered. 

4, Packing to be used for the shipment. 

5. Value of shipment and amount of insurance desired. 


Open Policy.—If a merchant makes many shipments during 
the course of a year, the practice is to procure an open cargo 
policy. Under this form of policy, the insurance company 
agrees to insure all shipments on and after a certain date, sub- 
ject to certain voyage limitations. Every shipment is covered, 
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the only requirement being that every one be declared to the 
insurance company at the time of shipment, or as soon there- 
after as possible. A premium is charged for each shipment and 
a statement of premiums is. rendered monthly. The policy is 
usually written limiting the liability of the insurance carrier to 
a fixed amount for shipments on any one vessel, or in any one 
place at one time. Under this form, if a shipment is on a 
steamer before the insured receives advice, the shipment is auto- 
matically covered. The only requirement is that the insured 
notify the insurance company as soon as he receives informa- 
tion concerning the shipment. 

The application for the open policy must contain the fol- 
lowing essential information: 


1. Commodities to be insured. 

2. Value of annual shipments, based upon past records of 
the applicant. 

3. Probable maximum amount on any one vessel or in any 
one place. 

4, Principal countries from which shipments are received or 
to which shipments are sent. 

5. Percentage of shipments to and from the various princi- 

pal countries. 

Methods used to pack shipments. 

. Steamship lines used to carry goods. 

. Past loss experience. 

. Coverage desired. 


O ONO 


Blanket Policy.—This policy is used where many shipments 
are made by firms engaged in coastwise and inland trade. 
It is similar to the open policy, except that an estimate is made 
of the premium to be earned by the insurance company during 
the course of the year. The premium is usually paid in ad- 
vance. The policy may provide that in case a loss occurs the 
liability of the insurance company is reduced, and an additional 
premium must be paid in order to restore the insurance com- 
pany’s liability on the policy. 


Form of the Policy.—Policy forms for marine insurance 
have not been standardized by statute. The legislatures of this 
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country have not passed laws requiring uniform provisions. The 
reason for this may be said to be the international competition 
that exists in connection with this business. This branch of in- 
surance is written all over the world, and to standardize the 
requirements of the various policies would be difficult. The 
policies used at the present time have developed from the orig- 
inal policy established by Lloyd’s. This organization will be de- 
scribed later in Chapter 24, ‘““Types of Insurance Carriers.” 

Coverage under the cargo policy is determined by the pro- 
visions and modern extensions of the basic policy as modified 
by endorsements extending or limiting coverage. 


Basic Policy Provisions and Modern Extensions.—The 
provisions that may be found in the basic policy are: 


1. THE INsurRED.—The policy usually provides for payment 
of loss to the insured or his order upon surrender of the policy. 
In the event that the goods have been sold or pledged, no de- 
duction is made for unpaid premiums as against purchasers or 
pledgees. 


2. VESSEL AND Master.—If the policy is written for a 
single trip, the name of the vessel must be given. The basic 
policy also has a space providing for the name of the master, 
but this space is seldom used. 


3. CovERAGE FROM Port To Port.—Coverage begins from 
the time the merchandise is loaded on board at the port of ship- 
ment and continues until the goods are safely landed at the 
port of destination. If forced by stress of weather or other 
unavoidable accident, the vessel may sail to and remain at any 
port or other place without prejudice to the insurance. 


4. VALUATION.—Unlike common practice in most forms of 
property insurance, cargo values must of necessity be deter- 
mined in advance. Valued policies avoid the possibility of liti- 
gation when losses occur in distant ports. In case of loss, the 
valuation stated in the policy is the basis upon which the loss 
is determined. The goods are usually valued at cost or F. O. B. 
invoice value plus all charges expected to be incurred to send 
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the goods to destination including insurance premium plus a 
specific percentage which represents incidental charges and a 
part return on the money outlayed for the venture. Valuation 
may be expressed in terms of domestic or foreign currency 
or unit values. 


5. Pertts Coverep.—The policy covers losses caused by 
perils of the seas, men-of-war, fires, enemies, pirates, rovers, 
thieves, jettisons, letters of mart and countermart, reprisals, 
barratry of the master and mariners, takings at sea, arrests, re- 
straints, or detainments of any kings, princes, or people, and 
all other perils. 

A word of explanation regarding two of the less obvious 
terms may be helpful. By jettison, as covered in the policy, is 
meant throwing overboard part of the cargo or ship in order, 
for example, to move the vessel off strand or to save the vessel 
from sinking. 

Conversion of the goods of others to their own use or any 
willful act of waste against the owner by master or employees 
of the ship are termed barratry. 

The words “and all other perils” refer not to all perils, but 
only to perils which are of like kind to those specifically enu- 
merated in the perils clause. 

In general, all the perils as described may therefore be di- 
vided into three groups: 


(a) Perils of nature or the elements including fire. 

(b) Perils arising from the acts of those on board the vessel. 

(c) Perils arising from the acts of those not on board the 
vessel. 


6. SUE AND Lazor.—In the event of any loss or misfor- 
tune, the insured, his factors, servants, and assigns are required 
to sue, labor, and take other steps to defend, safeguard, and 
recover the property. Acts of the insured or insurers, in re- 
covering, saving, and preserving the property are not consid- 
ered as a waiver or an acceptance of any abandonment. The 
expenses are recoverable in addition to the losses of cargo that 
have been suffered. 
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7. PRemMiuM.—The rate for a specific shipment is fixed in 
advance. The rate for shipments under an open policy depends 
upon the vessel and the nature of the risk. The insured must 
report every shipment on the day he receives notice of the ship- 
ment or as soon thereafter as practicable. 


8. AVERAGE CLAUSE.—Insurance companies limit the mini- 
mum amount for which they may be responsible in a partial 
loss. A partial loss of a particular interest which occurs from 
one of the perils designated in the policy such as damage by sea 
water is called a particular average loss. The average clause 
provides that a partial loss will not be paid by the company un- 
less the loss is equal to a specified minimum as 5%. The pur- 
pose of the average clause is to eliminate the cost of the settle- 
ment of small losses. 


9. MEMORANDUM CLAUSE.—The memorandum clause re- 
stricts the liability on the company on certain articles or types of 
articles and excludes losses due to certain causes. The 
clause generally sets forth the conditions under which various 
and sundry articles will be covered thus making the policy ap- 
plicable without endorsement to almost any risk. 

The clause provides that the following articles are warranted 
by the insured free from average, unless constituting a gen- 
eral average loss, which is a sacrifice voluntarily made in or- 
der to save the entire venture from destruction: 


Bar, bundle, rod, hoop, and sheet iron, wire of all kinds, 
tin plates, steel, madder, sumac, wicker-ware and willow (manu- 
factured or otherwise), salt, grain of all kinds, tobacco, Indian 
meal, fruits (whether preserved or otherwise), cheese, dry fish, 
hay, vegetables and roots, rags, hempen yarn, bags, cotton bag- 
ging, and other articles used for bags or bagging, pleasure 
carriages, household furniture, skins and hides, musical instru- 
ments, looking-glasses, and all other articles that are perishable 
in their own nature. 

Unless general average the insured warrants hemp, tobacco 
stems, matting, and cassia, except in boxes are free from aver- 
age under 20%. Similarly, unless general average sugar, flax, 
flaxseed and bread, are free from average under 7%, and rice, 
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coffee, or pepper in bags or bulk, are free from average un- 
der 10%. General average will be explained subsequently. 

The company is not liable for losses from dampness, change 
of flavor, or becoming spotted, discolored, musty, or mouldy, 
except as a result of actual contact of sea water with the 
articles damaged, occasioned by sea perils. In the event of 
partial loss by sea damage to dry goods, cutlery, or other hard- 
ware, the loss is ascertained by a separation and sale only of the 
portion of the contents of the packages so damaged. In so 
far as practicable, the practice is followed for all other mer- 
chandise. The company is not liable for leakage of molasses 
or other liquids unless occasioned by stranding or collision with 
another vessel. 

Although the memorandum clause is present in the policy it 
is frequently not used, since the practice is to adapt the policy 
by special clauses for the commodity or class of commodity to 
be insured. Special clauses will be discussed in this chapter. 


10. OrHEer INsurANcE.—If other insurance on the cargo 
antedates the policy, the issuer of the latter is liable only for 
that amount not covered by the older policies. When, on the 
other hand, other insurance is taken subsequent to the date of 
the policy, the issuer of the earlier policy is liable for the full 
amount of the policy, without right of contribution from sub- 
sequent issuers. Insurance purchased on the same day (which 
is called simultaneous insurance), however, limits each com- 
pany’s liability to that portion of the loss which its policy bears 
to total simultaneous insurance. 


11. ILLEGAL VENTURE.—The company is not liable for loss 
in consequence of seizure or detention of articles on account of 
any illicit or prohibited trade, or which are regarded as contra- 
band of war. 


12, ABANDONMENT.—The insured is required not to aban- 
don the property in case of capture, seizure, or detention, until 
after condemnation of the cargo, or until a stipulated period 
after notice of condemnation is given to the company. In case of 
blockade, he must not similarly, abandon the cargo, but is at 
liberty to proceed to an open port and there end the voyage. The 
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company is not liable for any expenses incurred as a result of 
capture, seizure, detention or blockade. 


Modern Extensions.—To meet various conditions the basic 
cargo policy has been modified by additional clauses. These ad- 
ditional clauses, if inconsistent with any provision of the policy 
previously discussed, govern, nevertheless, the liability of the 
company. The following are some of the clauses added to the 
basic cargo policy: 


1. WAREHOUSE TO WAREHOUSE.—Cargo is covered from 
shippers’ or manufacturers’ warehouse until safely deposited in 
consignees’ or other warehouse at the destination named in the 
policy. Protection is thus provided for the goods until on board 
ship, during transshipment, and while on quays and wharves 
and in sheds until the point of destination is reached, and makes 
it unnecessary for the owner of the merchandise to arrange 
special insurance for the trip from the warehouse to the steamer 
or vice versa or to arrange for fire insurance while the mer- 
chandise is temporarily stored at some point during venture. 
Under this clause the ocean contract covers anywhere during 
the voyage while the goods may be considered “in due course 
of transit.” 


2. LIiGHTERAGE.—The lighterage clause extends coverage to 
include transit by craft, raft, or lighter to and from the vessel. 


3. Lanp RisKs.—When the policy covers the risk on rail- 
road, dock, wharf, quay, or elsewhere on shore, the company 
is liable for loss caused by fire, collision, derailment, cyclones, 
hurricanes, earthquake, flood that is rising of navigable waters, 
or other accident to the conveyance or by collapse of subsidence 
of docks. The clause is naturally used in conjunction with the 
warehouse to warehouse clause mentioned above. 


4. DeviaTion.—The insurance is not voided despite change 
or deviation of voyage, or other variation of the risk by rea- 
son of the exercise of any liberty granted to the ship owner or 
charterer under the contract of affreightment, or as a result of 
error or omission in the description of the interest, vessel, or 
voyage. 
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5. TRANSSHIPMENT.—By this clause the company is liable 
for the goods shut out or transferred to another vessel pro- 
vided written notice is given to the company as soon as known 
to the insured, and an additional premium is paid if required. 


6. DEeLayep DeELtivery.—In the event that the goods, either 
wholly or in part, are discharged short of or carried beyond 
the port of destination, the company will continue coverage un- 
til final arrival and delivery of the goods at their proper port 
of destination and delivery. Written notice must be given the 
company as soon as known and an additional premium be paid 
if required. 


7. CARRIER Liapitiry.—The company is not liable: (a) 
where the goods are in the possession of any land or water car- 
rier or other bailee who may be liable for such loss or damage by 
law, or under an insured bill of lading, or under freight rate 
that includes insurance; and (b) where the goods are shipped 
under a bill of lading containing a provision that the carrier 
may have the benefit of the insurance. 


8. OTHER Fire InsurANcE.—The company is not liable 
to the extent of any fire insurance provided by the insured, any 
carrier, or other bailee which would attach, at the time of the 
fire, if the marine policy had not been issued. 

Under the carrier liability and other fire insurance clauses, 
the company will assume liability for its proportion of any loss 
for which it would be liable in the absence of these clauses to 
an amount not recoverable from third parties if the marine 
insurance did not exist, and for its proportion of expenses 
incidental to such loss. 


9, NEGLIGENCE OR LATENT Derect.—The insured is not 
prejudiced by the presence of the negligence clause or latent 
defect clause in Bills of Lading or Charter Party. The sea- 
worthiness of the vessel as between the insured and the insurers 
is admitted. The wrongful acts of the shipowner or his servants 
does not terminate coverage if the loss in the absence of such 
wrongful act or misconduct would have been a loss recoverable 
on the policy. 
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10. Loss or Marxet.—The company is not liable for loss 
of market or damage or deterioration resulting from delay, 
whether or not caused by a peril covered by the policy. 


11. RETURNED AND USED Goops.—Returned and used 
goods are insured free of particular average, that is, excluded 
from coverage, except as caused by stranding, sinking, burn- 
ing, or collision with another craft and free of claim for theft, 
pilferage, or non-delivery of cargo, unless otherwise agreed be- 
fore shipment. 


12. THEFT, PILFERAGE, AND Non-DELIvery.—Unless oth- 
erwise specially provided for, the company is not liable for the 
risks of theft, pilferage, or non-delivery. 


13. BREAKAGE.—Breakage is not covered unless caused by 
stranding or collision with another vessel, unless otherwise spe- 
cially provided. 


14. LaBEets, CapsuLES, WrAPPING.—If the policy covers 
labels, capsules, or wrappers, the company’s liability is limited 
to an amount sufficient to pay the cost of new labels, capsules, 
or wrappers and reconditioning the goods. 


15. Dry Goops AND HARDWARE CLAUSE.—Where claims 
for damage to goods or hardware, exceeds 15%, the company 
has the privilege of settling upon the basis of a salvage loss 
by paying to the insured the sum insured, plus freight and 
duties. 


16. MacHINEerRY CLAUSE.—In case of claim on machinery 
the liability of the company can not exceed the insured value 
of the part lost or damaged plus the cost of forwarding the re- 
placing part to destination. 


17. GENERAL AVERAGE AND SALVAGE CHARGES CLAUSE.— 
A general average loss is a voluntary sacrifice or extraordinary 
expense made in the face of impending danger on the part of 
one or more interests in a common venture for the purpose of 
and resulting in the saving of the entire venture as, for exam- 
ple, when part of the cargo is jettisoned, that is, thrown over- 
board to lighten the ship in distress to save the venture from 
disaster. Since this sacrifice may prove beneficial to the owners 
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of ship and cargo and those entitled to freight revenue, the par- 
ties benefited must contribute toward payment of the loss. 
Furthermore, in the marine field there is a law independent 
of insurance, which establishes the right of anybody who saves 
a distressed or abandoned vessel to claim salvage. General 
average and salvage charges are covered by the cargo policy. 


18. ExpLosion CLAUSE.—The company is liable for losses 
and expenses resulting from explosion, unless caused by perils 
excluded by the free of capture and seizure, war, riot, and 
civil commotion clauses as explained subsequently. 


19. War Risks AND STRIKES, Riots, AND Civit ComMo- 
TION ExcLusion.—The company is not liable for loss on ac- 
count of men-of-war, enemies, letters of mart and countermart, 
reprisals, takings at sea, arrests, restraints, and detainments of 
ruler or peoples of any nation. There is no coverage on account 
of capture, seizure, damage, or destruction, or any attempt 
thereat, by hostile forces, or officers or other persons acting 
in,the name of belligerents, or in the prosecution of hostilities, 
or in pursuing warlike operations, whether before or after 
declaration of war. 

The company is not liable for loss on account of riots, civil 
commotions, civil war, revolt, revolution or other armed oppo- 
sition to government. 

The company is not liable for loss caused by strikers, locked 
out workmen, labor riots, or persons taking part in labor 
disturbances. 

The company is not liable for claim on account of seizure, 
condemnation, preemption, confiscation, or the taking of prop- 
erty with or without compensation by any government or by 
any persons purporting to exercise governmental authority. 


20. INDEMNITY FoR CONNECTING CONVEYANCE CLAUSE.— 
The company is not liable for more than a specified amount on 
any vessel or by one usual connecting conveyance or in any one 
location. The limitation of liability does not affect transfers 
from two or more vessels to the same connecting vessel at a 
transshipping point. In the event of the transfers the company 
is liable for the entire amount at risk but frequently not for 
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more than a maximum amount as, for example, twice the limit 
of liability provided by the policy. 

With respect to this clause, the insured agrees to use all rea- 
sonable means to obtain information of such cumulative lia- 
bility prior to the sailing of vessel and furnish such informa- 
tion to the company as soon as known to him. 


21. Goops on Decx.—The policy is extended to cover par- 
tial or total loss of goods laden on deck caused by stranding, 
sinking, burning, or collision with another vessel or the total 
loss of the whole or part by jettison or washing overboard. No 
other risks are covered on goods so laden, unless specifically 
included as applying to shipments on deck. The company’s 
liability for losses from these causes is limited to a stated 
amount unless otherwise provided. The insured must take sep- 
arate declarations for goods so laden. 


Extension and Limitation Endorsements.—The basic pol- 
icy covers perils which are strictly of the seas and the 
modern extension clauses were developed to meet various situ- 
ations. This basic policy is probably the nearest approach to a 
standard form. The extension clause modified the company’s 
liability. However, the swift growth of large-scale commerce 
and transportation made it very necessary that insurance con- 
tracts should develop special clauses to meet the needs of mer- 
chants and also that these insurance contracts should reflect the 
increased facility and efficiency in handling goods. Therefore, 
the basic policy and modern extensions as described may be 
modified by various endorsements such as the following which 
extend or limit the coverage. 


1. F. P. A. Crausre.—Reduced premium rates may be ob- 
tained when the company is not liable for partial sea losses 
unless due to certain stated causes, by the attachment of a Free 
of Particular Average Clause. The two principal forms of this 
clause are the American and the English clauses known re- 
Spectivelyias Po PRADA. C: and Fo P. A. EAC. 

The American form reads “Free of particular average un- 
less caused by stranding, sinking, burning, or collision with 
another vessel.” 
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The English form reads ‘Warranted Free from Particular 
Average unless the vessel or craft be stranded, sunk, or burnt.” 

Since these clauses provide very restricted coverage they are 
not very common, though they are used to insure very haz- 
ardous commodities. 


2. “WirH AvERAGE” CLAusE.—In contrast with the F. P. 
A. clauses mentioned above, the ‘““With Average” Clause pro- 
vides that the insurers will pay for partial losses from sea perils 
if amounting to a certain percentage, for example, 3%. 


3. AVERAGE IRRESPECTIVE OF PERCENTAGE CLAuSE.—If 
this clause is attached to the policy, the company is liable for 
particular average losses irrespective of percentage. 


4. Namep Risks CLause.—Merchants desire protection for 
losses of cargo during shipment wider than the perils of the 
sea. Therefore, the “With Average Clause” can be extended by 
the attachment of the named risk clause to meet the needs of 
particular shipments of various commodities. For example, the 
clause can provide coverage for partial loss due to contact with 
fresh water, fuel oil, other cargo, and steam and sweat of hold. 
Another illustration of this clause is in connection with the ship- 
ment of commodities, such as rugs, where the perils include 
heat, sweat, mold, hookholds. 


5. THEFT AND PILFERAGE CLAUSE.—The risk of theft was 
excluded as previously described. To meet this risk underwriters 
will include a clause to cover the risks of theft and also pilfer- 
age, and non-delivery. Such coverage is, of course, often used 
for shipments of clothing, rugs, piece goods, and articles be- 
cause the goods are useful and easily sold by thieves. 

If the endorsement is attached to the policy, coverage in- 
cludes the risk of theft, pilferage, and non-delivery, irrespective 
of percentage. The risk of non-delivery is subject, however, 
to the following conditions: (a) In the event of non-delivery 
or loss during transit of any package through the fault of the 
carrier, the company is liable for the difference between the 
insured value of the goods and any amount which the insured 
may be entitled to recover under the bill of lading. (b) The 
extent of the company’s liability is not changed by any clause 
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in any bill of lading whereby the liability of the carrier is lim- 
ited to a specified amount. 


6. BREAKAGE CLAUSE—LEAKAGE CLAUSE.—Shippers of 
commodities such as glassware, china, oil, molasses, and liquors 
may suffer loss due to breakage or leakage. The risk for break- 
age was limited as stated previously, but that limitation can 
be avoided by endorsement. The breakage endorsement pro- 
vides that coverage includes the risk of breakage however 
caused, irrespective of percentage. 

Loss due to leakage was also limited. The effect of the 
leakage clause is to extend coverage to include leakage however 
caused, irrespective of percentage. 


7. DEDUCTIBLE AVERAGE CLAuUSE.—TIn order to limit the 
liability against small losses when clauses such as breakage or 
pilferage are used, an endorsement may be attached providing 
for a deductible average of for example one-half of 1%, each 
shipping package being separately insured. 


8. ALL Risk CLAusEes.—An analysis of the various clauses 
attached indicate that the policy can be extended to cover many 
and sundry perils in addition to those covered by the basis pol- 
icy. Very wide coverage can be obtained by the attachment of 
the All Risk Clause. 

The effect of this clause is to extend coverage to include all 
risks of physical loss or damage from any external causes ir- 
respective of percentage. This clause does not cover those risks 
excepted by the free of capture and seizure, strikes, riots, and 
civil commotions clauses described in this chapter. 


9, Duty CLause.—As stated previously, the valuation of 
the insurance includes the cost plus certain additional amounts. 
If the duty clause is attached, the policy covers loss sustained 
on duties paid on the merchandise by reasons of perils insured 
against but subject to policy terms of average. At the request 
of the insurance company, the insured must surrender any por- 
tion of the merchandise to the customs authorities and recover 
the duties thereon as provided by law. In that event the claim 
for loss of duties is only for a total loss of that portion of the 
merchandise at the insured value and expenses. 
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10. Freicut CLausre.—If this clause is attached to the 
policy, the company in case of partial loss will pay the same 
per cent of loss on freight payable upon delivery of the mer- 
chandise as it is liable for on the merchandise insured. The 
company is free from claim on freight for general average and 
free from any claim unless the freight upon arrival has be- 
come due. 


11. War Risk AND STRIKES, Riots AND Civit ComMMo- 
TIONS CLAUSE.—The basic policy as set forth previously in the 
chapter included coverage for warlike operations, etc., of all 
kings and princes as well as piracy, and men-of-war. Nowadays, 
however, a clause appears in the policy extensions called the 
F.C. &S.S. R. & C. C. clause (Free of Capture and Seizure, 
Strikes, Riots and Civil Commotions) deleting from the policy 
the War and Strike Riot and Civil Commotion coverage. Such 
coverage may be obtained by endorsing the policy in such a 
manner and to such an extent as the underwriter may deem ad- 
visable under prevailing circumstances by the use of the follow- 
ing clause. 


War Risk Clause. This clause provides coverage for the risk 
of capture, seizure, destruction, or damage by men-of-war, 
piracy, takings at sea, arrests, restraints, and detainments and 
other warlike operations and acts of rulers and peoples in the 
prosecution of hostilities or in the application of sanctions under 
international agreements whether before or after the declaration 
of war and whether by belligerents or otherwise, including fac- 
tions engaged in civil war, revolution, rebellion, or insurrection 
or civil strife arising therefrom. The coverage includes the loss 
due to aerial bombardment, floating or stationary mines, and 
stray or derelict torpedoes. 

The policy does not attach to cargo: (a) prior to being laden 
on board an overseas vessel; or (b) after being discharged over- 
side from an overseas vessel at the final port of discharge or 
after the expiration of 15 days, counting from midnight of the 
day on which the overseas vessel is safely anchored or moored 
at the final port of discharge, whichever occurs first; or 
(c) at a port or place of transshipment to another overseas 
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vessel after the expiration of 15 days (counting from midnight 
of the day on which the overseas vessel entering with the cargo 
is safely anchored or moored) until the cargo is on board on 
the oncarrying overseas vessel. If the shipowner or charterer 
has the liberty under the contract of affreightment to terminate 
the voyage at a port or place other than the destination named 
therein, such port or place is deemed to be the final port of 
discharge for the purpose of this clause. 

The insured cannot abandon the property on any ground 
(other than physical damage to the ship or cargo) until after 
condemnation of the property insured. In the event of block- 
ade, the insured is at liberty to proceed to an open port and there 
end the voyage. Claims for loss or damage are not subject to 
any condition of average which may be contained in the policy 
or any endorsement. 

The company’s liability under this clause does not include 
losses or expense due to: 


(a) Delay, deterioration, and loss of market. 

(b) Blockade or attempting to evade the blockade. 

(c) Capture, seizure, restraint, detainment, or condemnation 
by the federal or any state government of the United 
States. 

(d) Commandeering, preemption, requisition, or nationaliza- 
tion by the government de facto or otherwise of the 
country to or from which the goods are insured. 

(e) Seizure or destruction under quarantine or custom regu- 
lations. 


Strike, Riot, and Civil Commotion. The strike clause in- 
cludes damage, theft, pilferage, breakage, or destruction of 
property resulting from strikes, riots, civil commotions, lock- 
outs, or other labor disturbances and destruction or damage of 
property caused by persons acting maliciously. Claims for de- 
lay, deterioration or loss of market and the risk of confiscation 
or destruction of the property by civil war, revolution, rebel- 
lion or insurrection, or civil strife arising therefrom are ex- 


cluded. 
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Marine Insurance Certificates or Special Policies.—An 
owner may transfer the insurance on goods shipped under an 
open policy by obtaining a certificate or special policy, which 
may then be used as collateral with a bank or assigned to the 
new owner of the goods. 


Hull Policies—The following essential information is re- 
quired before a marine insurance policy is issued on a hull: 


1. Name of the vessel. 

2. Description of the vessel. 

3. Survey of the vessel, that is, the report giving details con- 
cerning the sea-going condition of the vessel. 

4. The trading route of the vessel. 

5. The types of commodities carried by the vessel. 


Hulls are insured either for a specific period of time or for 
a voyage. Generally the provisions of hull policy forms are 
similar. In order to meet varying conditions, however, special 
types of policies have been developed for such crafts as tugs, 
yachts, barges, and vessels on the Great Lakes. Policies are 
also issued to cover the risk attendant on vessels when they are 
laid up in port. 


Freight Policy.—If{ a boat or cargo is damaged or lost, 
there may be a loss of revenue chargeable for carrying the cargo. 
Protection against this loss is provided by a freight policy. If 
a boat is under charter, the charterer must obtain such a policy. 
If the freight is paid in advance by the shipper, he should pro- 
tect himself by including the charges in his cargo policy. 


Protection and Indemnity Insurance.—When one vessel 
collides with another vessel or with a dock, the liability of the 
owner of the boat causing the collision may be covered by a 
collision clause in the hull policy. Partial protection against 
property damage, loss of life, and personal injury not covered 
by the collision clause of the hull policy may be obtained by 
protection and indemnity insurance. 


Builders’ Risk Policy.—Concerns engaged in the construc- 
tion of ships are faced with such serious hazards as fire and 
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breakage of ways. Similar hazards occur while hulls are being 
repaired. The builders’ risk policy provides protection against 
these risks. 


Premium Charges.—The premium charges in marine insur- 
ance are, to some extent, based upon judgment founded upon 
experience. Scientific development of a standard tariff such as 
obtains in the case of fire insurance is impractical. Fire insur- 
ance rates are generally subject to state regulation; for, in or- 
der that a fire insurance policy may be legally issued in any 
state, the company must obtain permission to do business in 
that state. In the case of marine insurance, however, since 
hulls navigate all over the world, the cargo owner and hull 
owner can obtain insurance at any port they desire. The com- 
panies writing the policies may not be within the jurisdiction 
of the state, and hence beyond state regulation. Furthermore, 
international competition militates against the development of 
a standard rate. There are, nevertheless, certain fundamental 
considerations. 


Cargo Rates.—The following factors are considered in de- 
termining the rates for the cargo: 


1. Susceptibility of the commodity to damage. 
2. Nature of packing. 

3. Dangers of the route. 

4. Character of the boat. 


Hull Rates.—The following factors are considered in de- 
termining the rate for a hull: 


1. The owner’s past record on the high seas. 

2. Danger of the route. In order properly to determine the 
rate, the danger of fog, storms, low water, ice, and 
other dangers that may be encountered on the high seas 
must be considered. 

3. Kind of cargo to be carried. Certain cargoes are more 
hazardous than others. 

4, Fitness of the vessel for the trip. Whenever a boat is 
constructed the owner of the vessel is concerned with 
the future rating of his vessel. The marine insurance 
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companies use registers prepared by bureaus classifying 
boats. These registers contain information concerning 
the construction of the boat, which, in turn, will deter- 
mine the fitness of the vessel for any trip to be under- 
taken. 

5. The length of the voyage. 


Requirements for General Average Loss.—As stated pre- 
viously, general average losses are covered by the policy. A 
general average loss is valid, however, only when the following 
requirements are met: 


1. The sacrifice made must have been voluntary and neces- 
sary. 

2. The result of the sacrifice must have been successful ; 
that is, the venture must have been saved from the threatened 
disaster. The following procedure is used in settling a general 
average loss: When the vessel arrives at a port, a personal bond 
must be furnished by everyone who would have to contribute 
to cover the possible charges that may be made in the adjust- 
ment or a cash deposit is required, or in some cases the adjusters 
will accept the guaranty of the insured’s marine insurance com- 
pany. 

3. Adjusters, usually appointed by the owner of the vessel, 
make a valuation of all the interest that has been saved. 

4. Contribution is based upon the following considerations: 


(a) The value of the vessel is the value at the port of 
arrival, minus any expenses that have been incurred 
in connection with repairs since the loss occurred. 

(b) The goods are valued at the wholesale price at the point 
of destination, in their present condition, after deduct- 
ing landing expenses and any charges which are pay- 
able to make the goods marketable. 

(c) The value of the freight is obtained from the bills of 
lading or charter. 


The adjuster determines the loss by making a survey of 
the boat and the goods. After the amount of loss through the 
general average sacrifice has been determined, the owner of the 
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boat, the cargo, and freight must then contribute in proportion 
to the respective values. The following is a theoretical exam- 


ple of a general average loss: 


Seer eee ereererereerer ere cesrererseseeerssnesece 


EAESHOUIPINEN Et Meaney te ate ee ee eee 
12) Gas loo enerntie ao teria ceM ra temiean twa ca meee ee nae 
(ici S hip mien tr emach ce bes sed comers aleesnelace lots leaeceren es 
ID seShipmentee mee mcr teers cae esteem eas here ns 
relight eRevemuemamertrat acon ate teh tive tierce 


Valuation 


$ 500,000 


50,000 
200,000 
100,000 
145,000 

5,000 


$1,000,000 


Goods belonging to A, amounting to $10,000, were thrown 
overboard. These goods were sacrificed in order to save the 
vessel from sinking. The loss would be adjusted as follows: 


Total value of vessel, goods, and freight........... $1,000,000 

Waluationsoiycoodsilosteeem cemcren nace acces erys 10,000 

hercentag eof lossy oc ei vais err nica oe cic s ee wile 1% 

Contribution to this loss would then be as follows: 

Value of Amount 

Property Contributed 
NIRESET SE ocd leas bis Achat chee en ER RE OR iene $ 500,000 $ 5,000 
PAUSES Mipmen Geeemierse crn aise cee ie es ese 50,000 500 
Bis Shipinentiee. cs ater nies ote ere rere 200 ,000 2,000 
iseShipmentcy. sac os ceca erties hapele ans, ai 100,000 1,000 
IDistShipimenitaae es cect eens ors 145,000 1,450 
Breichtereyenucnaemreeemer tinea: 5,000 50 
$1,000,000 $10,000 


The general average adjustment is entirely independent of 
insurance. Whether the boat owner or shippers were insured 
or not they must contribute to all general average losses. The 
general average costs that may be awarded against a ship owner 
or cargo owner are covered by the marine insurance policy in 


the absence of a restrictive clause. 


Adjustment of Claims.—In order to establish a claim in 
case of loss, the insured must prove the loss and prove an in- 
surable interest. The cause of the loss is frequently proved by 
a statement of the master and crew, technically called the pro- 
test. The carrier should be notified and the loss should be de- 
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termined as soon after the cargo is discharged from the vessel 
as possible. Notice must be given to the insurance company 
so that its surveyor may ascertain the loss. The duty of the 
surveyor is to determine: 


1. The cause of the damage. 

2. The extent of the damage. If the surveyor and the con- 
signee cannot agree upon the depreciation of the 
cargo, the cargo may be sold at auction. 

3. The gross sound market value at the port of destination. 
If the value is determined on the basis of goods sold 
“on time,” he must advise concerning the term of credit 
and the discount for cash. 

4. Any expenses involved in handling and disposing of the 
goods, including the cost of the survey. 


CHAt hh. 12 
INLAND MARINE INSURANCE 


Marine insurance was first designed to protect property on 
the high seas. It was later extended to protect property in the 
course of transportation not on the high seas. For this devel- 
opment the term “Inland Marine Insurance” is used. The vari- 
ous policy forms are generally called floaters because they may 
cover the goods insured at various locations. The practices in 
this field of insurance are not completely, standardized. 


Types of Inland Marine Policies.—The following are im- 
portant policy groups included under inland marine insurance: 


1. Transportation floaters. 

2. Floaters covering personal property. 

3. Floaters covering property and equipment of commercial 
enterprises. 


Transportation Floaters 


Forms of Transportation Floater.—The following are il- 
lustrations of the transportation forms: 
Inland transit. 
. Annual transportation. 
. Motor truck shipper. 
. Motor truck carrier. 
. Trip transit (single trip). 
Parcel post: 
. Registered mail. 
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Inland Transit Policy.—This policy is a basic form and 
may be used to cover a wide variety of transportation risks. 
For example, the form can be used by concerns which ship 
merchandise to various parts of the country. 

The policy provides protection against loss or damage to 
merchandise, including packages, whether owned by the insured, 
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held on commission or consignment, or held in trust. Cover- 
age is also provided for goods sold but not delivered and for 
goods on which advances have been made. 


Measure oF LiapiLiry.—Goods are valued at the amount 
of invoice, if there is any. In the event there is no invoice the 
goods are valued at the cash market value on the date and at 
the place of shipment. 

Liability is limited to a specific amount for any one casualty 
either in case of partial or total loss, salvage charges, other 
charges, or all expenses combined. 

Provisions of the form are: 


1. The company is liable under the policy for merchandise 
while in transportation anywhere within the limits of the 
continental United States and Canada. 

2. In event of loss or damage to part of a machine or other 
article consisting of several parts, the company is liable 
for the value of the lost or damaged part. 

3. If labels, capsules, or wrappers are lost or damaged, the 
company is responsible for an amount sufficient to pay 
the cost of new labels, capsules or wrappers and to re- 
condition the goods. 

4. In case of disagreement as to amount of loss, the policy 
provides for the appointment of appraisers and by them 
of an umpire as in fire insurance. 

5. As in marine insurance, the policy is subject to the sue 
and labor clause. 

6. The insured is not permitted to relinquish or limit his 
rights against any carrier, bailee, or other party liable 
for damage to the insured party. 

7. The company is not liable for any loss settled without 
the consent of the company. 

8. When the insurance company has paid a loss or advanced 
or loaned money, the insured must at the request of the 
company make claim and institute legal proceedings 
against any parties believed liable. The insured must act 
through counsel designated by the company and use 
every reasonable means to recover from these parties. 
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9. If the policy is written for a flat premium, payment of any 
claim does not reduce the amount of insurance but the 
insured is liable for an additional pro-rata premium. 


Annual Transportation Floater.—This form, which is at- 
tached to the inland transportation form, is designed to cover 
merchandise shipped by manufacturers, wholesalers, or other 
business concerns. 

Liability attaches from the time the goods leave the factory 
(subject to various endorsements), store, or warehouse at the 
starting point, until they are delivered at the point of destina- 
tion or arrival at seaboard for export. 

Specifically, the policy may cover the insured’s property 
while at the risk of the insured and in the custody of the fol- 
lowing: 

1. Any railroad or railroad express company, including 
hazards occurring while the property is on ferries or in 
cars on transfers or lighters. 

2. Regular coastwise lines or steamers navigating United 
States inland, Atlantic and Gulf waters not south of the 
Gulf of Mexico including risks of lighter or craft to or 
from vessels. Each lighter or craft is regarded as if 
separately insured. The policy does not cover shipments 
by vessels navigating on the Pacific coast, on any canals, 
on the Great Lakes, and on the Mississippi or Ohio 
Rivers and their tributaries. 

3. Public truckmen, land transfer, or land transportation 
companies. 


Property in the custody of common carriers incidental to 
transportation is also protected against hazards occurring while 
the goods are on docks, wharves, piers, bulkheads and plat- 
forms, and in depots and stations. 

Coverace.—The following named perils are covered by the 
transit policy: 

1. Losses on land caused by fire, lightning, cyclone, tornado, 
flood, explosion, earthquake, landslide, collision, derail- 
ment, and overturning of vehicles, collapse of bridges, 
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and other perils of transportation. The coming together 
of cars during coupling is not deemed a collision. 

2. Waterborne losses caused by fire and perils of the sea 
including general average and salvage charges and ex- 
penses. No coverage is provided for particular average 
unless amounting to 3% of the value of each case or 
shipping package. 

3. Theft of an entire shipping package only, excluding pil- 
ferage. 


Exctusions.—The policy does not cover the following: 


1. Losses of accounts, bills, currency, deeds, evidences of 
debt, money, notes, securities. 

2. Losses due to leakage, breaking, marring, or scratching, 
unless resulting from fire, lightning, cyclone, tornado, 
explosion, earthquake. landslide, flood, collision, derail- 
ment, or overturning of vehicle while on land or unless 
caused by the vessel being stranded, sunk, burned, or 
in collision while waterborne. 


3. Damages to goods resulting from delay, wetness, damp- 
ness, or being spotted, discolored, mouldy, rusted, 
frosted, rotted, soured, steamed or changed in flavor, 
unless the direct result of a peril insured against. 

4. Losses resulting from strikers, locked-out workmen, or 
other labor disturbances. 

5. Losses arising from riot or civil commotion. 

6. Loss resulting from capture, seizure, arrest, restraint, de- 
tainment, confiscation, preemption, requisition or na- 
tionalization, and the consequences thereof or of any 
attempt thereat, whether in time of peace or war and 
whether lawful or otherwise. 

7. Losses resulting from all consequences of hostilities or 
warlike operations (whether there be a declaration of 
war or not), piracy, civil war, revolution, rebellion or 
insurrection, or civil strife arising therefrom. 

8. Loss due to export or import shipments or mail or aircraft 
shipments unless specifically stated. 
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9, Against loss or damage to merchandise shipped on deck 
of coastwise steamships. 


Motor Truck Merchandise Floater.—The transportation 
policy thus far considered provides transportation insurance on 
property while in transit by carriers separate from the owners 
of the goods. Shippers of merchandise, however, often operate 
their own trucks. Furthermore, the independent truckman who 
ships the goods of others requires protection against his lia- 
bility to third parties. Separate policies attached to the inland 
transit policy are accordingly issued to meet these needs and 
are termed, respectively, the motor truck shipper’s form and 
the motor truck carrier’s form. 


Motor Truck Shipper’s Form.—The owner’s form is de- 
signed to cover his merchandise in transit, in trucks and trailers 
owned and operated by the insured and described in the policy. 
Coverage extends to goods on trailers only when trailers are 
attached to trucks and ceases when they are detached. The 
insured is permitted to substitute other trucks but the insured 
must report in writing substitutions as soon as practicable and 
pay any additional premium required. Each truck is subject to 
a designated limit of liability for the goods carried. 

The owner’s motor truck policy affords protection to goods 
in the owner’s trucks against the following hazards: 

1. Fire, including self-ignition and internal explosion of the 
conveyance, and lightning. 

2. Cyclone, tornado, windstorm, and flood, that is, rising 
navigable waters, and earthquake. 

3. Accidental collision of owner’s trucks with any other 
vehicle or object. 

4. Overturning or upset of the motor truck. 

5. Collapse of bridges. 

6. Perils of the seas, lakes, rivers, or inland waters while the 


goods are on ferries. 
7. Theft of an entire shipping package excluding pilferage. 


The motor transit form usually contains a coinsurance clause 
which is combined with the valuation clause. It limits the in- 
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surance company’s liability to that portion of the loss which 
the sum insured on the contents of the truck bears to the total 
value of the goods on the truck. If, for example, an owner 
insured for $10,000 on contents of a truck, and the truck 
carries goods valued at $15,000 and there is a loss of $5,000, 
he will receive only $3,333.33. The result is that the owner 
is a coinsurer to the extent of one-third of the loss. 


Exc.usions.—The following goods and perils are not cov- 
ered: 


1. Damages suffered when the owner’s truck strikes the curb, 
any portion of roadbeds, rails or ties of steam and elec- 
tric railroads, and stationary objects in backing for load- 
ing or unloading. 

2. Damages incurred during coupling or uncoupling of trucks 
and trailers. 

3. Loss of accounts, bills, currency, deeds, evidences of debt, 
money, notes, securities, jewelry, furs, and similar 
values. 

4. Loss caused by neglect of the insured to exercise reason- 
able diligence during and after any insured disaster. 

5. Damage caused by poor packing, rough handling. 

6. As in the case of the annual shippers’ floater, the company 
is not liable for articles which become spotted, dissolved, 
moulded, rusted, frosted, rotted, soured, steamed, or 
changed in flavor or for breakage, leakage, marring, 
scratching, wetness, or dampness, except in consequence 
of an insured peril. 

7. Loss resulting from inherent vice or delay for any reason 
whatever, 

8. Loss of animals, except in case of accident, for claims that 
arise from death or injury necessitating destruction 
caused by an insured peril. 

9. Breakage of eggs, unless the loss amounts to 50% of the 
value of each shipping package and results from an 
insured peril. In any event, no loss is paid in excess 
of a stipulated amount, such as 25% of the policy. 
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10. Loss resulting from strikes, lockouts, labor disturbances, 
riots, civil commotion, capture, seizure, or detention. 

11. Loss incurred on goods which are carried by the insured 
as bailee or under a contract of agreement of hauling. 


Motor Truck Carrier’s Form.—A truckman is liable for 
loss of goods transported by him, except when public enemies, 
the law, the owner of the goods, an act of God, or the inherent 
nature of the goods may be responsible for the loss. The 
truckmen’s form protects the private or common carrier against 
his liability under bills of lading or shipping results for mer- 
chandise losses incurred while goods are in transit on his 
trucks. The general provisions and exclusions of the carrier’s 
and shipper’s form are similar, except that the former covers 
and the latter excludes liability for goods carried by the insured 
under a contract or agreement of hauling or a bailee for hire. 
Additional exclusions of the carrier form provide that there is 
no liability for damage to truck, trailer, tarpaulin, or fittings, 
or goods carried gratuitously or as an accommodation or for 
loss or damage to paintings, statuary, and other works of virtu 
unless total loss in specie. 


PREMIUMS.—The premium for the truckmen’s form is de- 
termined and payable in several ways, the usual being the fol- 
lowing: 

1. Flat annual premium based on the aggregate amount of 
insurance at risk on all scheduled trucks. 

2. Gross receipts—The insured must report monthly, the full 
amount of the previous month’s gross receipts. As here 
used, gross receipts denotes charges for ordinary pack- 
ing of the goods preparatory to loading, for handling in 
loading and unloading, and for transportation to desti- 
nation. The insured must maintain a record of gross 
receipts open for inspection by the insured’s representa- 
tive during business hours. 


CERTIFICATE Copies.—Upon request of the insured, dupli- 
cate copies of the original policy may be delivered to shippers 
and other interested parties. These certificate copies confer no 
rights to holders, being given only as a matter of information. 
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A statement must be attached to each certificate providing that 
it represents a copy of the original policy except as to rates, 
premium, endorsements, alteration, transfer, assignment, or 
cancellation. The holder of the certificate is not entitled to 
notice of these changes. 


Common Carrier Endorsement.—By statute, owners of 
motor vehicles engaged in transporting goods for others in in- 
terstate traffic are subject to the Motor Carrier Act which is 
under the supervision of the Interstate Commerce Commission. 
An endorsement attached to the cargo insurance policy for in- 
terstate carriers, provides that the policy is amended in order to 
insure compliance by the insured as a common carrier of prop- 
erty by motor vehicle with the Motor Carrier Act 1935 with 
reference to making compensations to shippers or consignees 
for all property belonging to shippers or consignees coming into 
possession of the carrier in connection with its transportation 
service and pertinent rules and regulations of the Interstate 
Commerce Commission. 

The endorsement provides that the company is not liable for 
an amount in excess of $2,000 for any loss or damage occur- 
ring at any one time or place, nor in any event for an amount 
in excess of $1,000 for the property carried on any one motor 
vehicle whether or not the loss or damage occur while the prop- 
erty is on the motor vehicle or otherwise. The liability of the 
insurance company for the limits provided in this endorsement 
is a continuing one notwithstanding any recovery made by the 
shipper. 

The company agrees, subject to the limits of liability, above 
stated, to protect any shipper or consignee for a loss or damage 
to his property which comes into the possession of the insured 
in connection with its transportation service, for which loss or 
damage the insured may be held legally liable regardless 
of whether the motor vehicle, terminal, warehouse, and 
other vehicles used in connection with the transportation of the 
property is specifically described in the policy or not. The com- 
pany is liable for loss or damage whether occurring on the route 
or in the territory authorized to be served by the insured, ex- 
cept in states specifically mentioned in which the insured opera- 
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tions are covered by other insurance. Within the limits of lia- 
bility the shipper or consignee is not affected by any provision 
in the policy if the insured may be held legally liable to com- 
pensate the shippers or consignees, irrespective of the financial 
responsibility of the insured. The terms of the policy, however, 
are binding between the insured and the company. The insured 
is responsible to the company for any payment that the company 
would not have been obligated to make under the provisions 
of the policy except for the agreement stated in this endorse- 
ment. 

The Interstate Commerce Commission must be furnished 
with a duplicate original of the policy and all endorsements 
whenever requested by the Commission. 


Trip Transit Policy.—In its general nature the trip transit 
policy resembles the transportation policy. The chief point of 
distinction is that the trip transit policy covers only one trip 
on one movement of goods, while the transportation floater 
covers a series of shipments during the insured period. Accord- 
ingly, the trip transit policy is designed for occasional rather 
than continuous shippers and is especially useful to cover house- 
hold furnishings, merchandise, and personal belongings. 


Parcel Post Insurance.—Each package sent by parcel post 
can be insured with the government against loss and damage, 
including theft and pilferage, for which the government makes 
an additional charge. 

GOVERNMENTAL AND PRIVATE INSURANCE.—In addition to 
insurance granted by the government, parcel post insurance 
which is an “all risk” form can also be purchased from the in- 
surance companies. In many cases the government does not 
exactly meet the insurance need. The policy insures the safe 
arrival of the property contained in each package against loss 
or damage from any external causes whatsoever, except for 
specified exclusions hereafter stated occurring while the pack- 
age is actually in the custody of the Post Office Department. 


Forms.—The open form and coupon form of parcel post 
insurance are available to the shipper. Under the coupon form, 
the insured purchases a book of coupons and agrees to detach 
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enough coupons to correspond to the premium required on the 
value of the shipment. The detached coupons are sent to the 
consignee with any package insured. When the book of cou- 
pons is exhausted, another is purchased to continue the insur- 
ance protection. 

Under the open form the insured agrees to keep a record 
of all shipments and their value and to render a monthly report 
to the company. The premium is based on the value of the 
goods shipped. 


CovEerAGE.—The coupon form insures goods owned by and 
incidental to the insured’s business, while in transit by regis- 
tered and unregistered mail and by parcel post. Coverage con- 
tinues, within the limits of the United States, Alaska, and 
Canada, from the time the property passes into the custody of 
the Post Office Department until its arrival at the address 
designated upon the stub of the coupon book. 


PREMIUM.—As previously mentioned, the premium charge 
must be paid by the use of an equivalent value in coupons. For 
shipments by ordinary parcel post or unregistered mail, coupon 
requirements are as follows: 


Value No. of Coupons 
PLOVOL MESS Aoroiare ereta icra Meyers aienore tebe cual ene euetsncvenare crete ete 1 
Over $25 and not exceeding $50...........cc00e0. 2 
Over $50 and not exceeding $100...............06 5) 


For shipments by registered mail or government insured 
parcel post, the following coupons are required: 


Value No. of Coupons 
POO Orslesgs neice ce Ak cia oe ee eee Ore ee 1 
Over $50 and not exceeding $150................ 2 
Over $150 and not exceeding $250................ 5 
Over $250 and not exceeding $500................ 8 


The coupons are furnished in book form at the minimum 
rate of five cents per coupon. A package valued at $100, for ex- 
ample, may be insured for 25 cents if shipped by ordinary parcel 
post and for 10 cents if sent by registered mail. 


Duty or Insurep.—The insured must insure each package 
shipped by government insured parcel post, valued at $100 or 
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less, with the government for at least 50% of the actual value, 
and each package valued in excess of $100 with the govern- 
ment for not less than $50. 

The insured must mail all packages in strict accordance with 
the General Parcel Post Statutes, and comply with all the 
regulations for the conduct of the parcel post system as pre- 
scribed by the Postmaster General. 

The insured must enclose with property or the invoice, one 
or more insurance coupons furnished by the company, and must 
enter upon the stub in each page from which such coupons 
have been detached: (a) the name and address upon the 
package; (b) the description of contents; (c) the valuation of 
the property; (d) the date of mailing; (e) class of mail by 
which the package was sent. 


Exc Lusions.—The following goods and perils are not cov- 
ered: 


1. Accounts, bills, currency, deeds, evidences of debt, money, 
notes, or securities. 

2. Merchandise shipped on consignment, memorandum or 
approval unless shipped in fulfillment of an order or 
request, or consigned to parties to whom the insured 
has previously sold merchandise. 

3. Inherent vice of such merchandise as green fruits, butter, 
eggs, lard, or such other articles as are perishable in 
their own nature. These items are covered, however, 
against the risks of fire, theft, pilferage, and non-arrival 
of any such package. 

4. Insufficient or insecure wrapping and packing, addressing 
or postage. 

5. Shipments destined to transients at hotels unless sent by 
registered mail or government insured parcel post. 

6. Packages bearing descriptive labels or the outside of which 
tends to describe the nature of the contents. 

7. Packages which do not bear a stipulation “Return Postage 
Guaranteed.” 

8. Property covered by other insurance. Declaration of value 
to the post office department on packages sent by reg- 
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istered mail or government insured parcel post is not 
deemed a violation of this condition. 

9, War, invasion, hostilities, rebellion, insurrection, confisca- 
tion by order of any government or public authority. 

10. Risks of contraband or illegal transportation of goods or 
trade. 


Proor oF Loss.—All losses must be immediately reported 
in writing to the company or its agent. Notice of loss should 
be accompanied by the original wrapper, if obtainable, and by 
the government receipt on shipments by registered mail or gov- 
ernment insured parcel post. 


UNDERWRITING PracticE.—The insurance companies do 
not desire to cover furs, stamp and coin collections, jewelry, 
watches, precious stones, and similar articles. The following ar- 
ticles are also usually not considered desirable risks: fountain 
pens, wearing apparel, hosiery and underwear, men’s and 
women’s clothing, dental supplies, automobile accessories, 
cigars, cigarettes, and tobacco. 

Radio tubes, electric light bulbs, crockery and chinaware, 
glassware, phonograph records, and merchandise of a fragile 
nature are insured with a clause excluding the risks of break- 
age, howsoever caused. 


ParcEL Post—Open Poticy.—The open form is similar 
to the coupon form, except as to the basis for payment of 
premium. 

The insured must keep a record of all mail shipments to be 
covered by the policy before they leave the premises. The rec- 
ord must show the date and the value of each such shipment ; 
the name and the address of the consignee, and the class of 
mail used. The record must be open to the inspection of the 
company’s representative at all reasonable times during business 
hours. 

The insured must send a statement to the company or its 
agent monthly on blanks furnished by the company giving the 
total value of shipments insured under the policy during the 
month immediately preceding together with a check for pre- 
mium due. 


INLAND MARINE INSURANCE Zit 


A minimum annual specified premium is charged. All 
monthly statements as provided in the policy are charged against 
this minimum annual premium until this amount has been 
earned by the company. After the company has earned its 
minimum annual premium, the monthly payment of the addi- 
tional premium is made in accordance with the terms stipulated 
in the policy. 


ForEIGN CovERAGE.—Shipment to foreign points outside of 
the United States and the Dominion of Canada and Alaska, 
may be insured by a separate parcel post policy. The domestic 
policy may be endorsed to provide for such coverage. 


Registered Mail Insurance.—The registered mail policy is 
an open form covering the property of the insured or the prop- 
erty of others which the insured wishes to insure, including 
bonds, coupons, stock certificates and other securities; postage 
and revenue stamps; postal express and other money orders; 
certificates of deposit, checks, drafts, notes, bills of lading and 
warehouse receipts, and other commercial papers; documents 
and papers of value; gold, silver, platinum, coin, and paper 
money; jewelry and precious stones. Because of the limit 
imposed by postal authorities, these articles may not be suffi- 
ciently protected when shipped by registered mail. The regis- 
tered mail policy also insures similar property when shipped by 
express, registered air mail or air express. Hence this form of 
insurance is adapted to the needs of banks and other financial 
institutions which make frequent shipments by registered mail 
and express. 


CovERAGE.—The registered mail policy provides coverage 
between the premises of senders and addressees within the lim- 
its of North America. Foreign mail to and from North Amer- 
ica is similarly covered. In the event of non-delivery, the in- 
surance continues until the article is returned to the sender. 

The contract is usually an all risks coverage with exclusions 
of war risks and theft by employees of the insured or addressee. 


Duties oF INSURED.—Under the terms of the policy, the 
insured must observe the following requirements: 
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1. All packages must be properly sealed and mailed in ac- 
cordance with the standards of the post office or express 
company at point of dispatch. 

2. All insured shipments must be declared and entered in the 
insured’s records prior to loss. The amount may be 
more or less than the actual value of the property. 

3. The insured has the option of making daily, monthly, or 
annual reports. His option is specified on an endorse- 
ment attached to the policy. 

4. The contents of each package insured must be verified by 
two persons. 


Limit oF Liasitity.—Liability is limited as follows: 


1. A specific amount per shipment of securities to one ad- 
dressee on any one day. If declaration of any shipment 
to an addressee exceeds the stipulated amount, the ex- 
cess may be covered only when notice is given to the 
company prior to the shipment. 

2. A specific amount per package of currency shipped, unless 
otherwise extended by endorsement. 

3. In event of other insurance for the excess over amounts 
covered by other insurers. The company, however, must 
advance the entire loss insured by the policy. The in- 
sured is obligated to refund the amount actually recoy- 
ered on other insurance without interest and less any 
reinstatement premium on other insurance. 


PayMENT oF Losses.—In the event of loss, the insured may 
recover an amount which is equal to the value of the lost prop- 
erty at the time when the package was shipped or when the loss 
became known to him. Recovery may also be based on the cost 
of corresponding property purchased by the insured to replace 
the lost property, plus any actual loss of interest. In either case, 
the company is not liable for an amount in excess of the amount 
declared for insurance. 

Losses are paid within a specified short period following 
receipt of proof of loss and transfer of title in the lost property 
to the company. The insured is also entitled to interest at the 
rate of 6% from the date of claim to the date of payment. 
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Securities insured may have been issued in non-negotiable 
form or may be declared for insurance at less than its market 
value before or after loss. Other insured property may have 
no definite market value. Under these circumstances, the in- 
sured may elect to secure reissue or duplication of the security 
rather than transfer title in the lost property to the company. 
The company is then liable to pay, but not beyond the amount 
declared for insurance, the actual loss of interest suffered by 
the insured plus the expense incurred to obtain reissue or 
duplication. The company must also furnish surety on any 
bond indemnity required for reissue or duplication. 

By endorsement the policy can be extended to cover ship- 
ments by armored cars and messengers. 


Floaters Covering Personal Property 


Classification.—Property floaters may be issued to insure 
the personal property of individuals and to insure property in 
connection with the business of the policyholder. Illustrations 
of policies covering the personal property of individuals are: 


1. Schedule property floater 
2. Personal effects floater 
3. Tourists’ baggage floater 
4. Personal property floater 
5. Jewelry-fur floater 
6. Fur floater 
7. Wedding presents floater 
8. Silverware and silver plate floater 
9. Fine arts floater 
10. Musical instruments floater 
11. Stamp collection floater 
12. Camera floater 
As here used, personal property does not distinguish the articles 
insured from real property, but rather to indicate belongings 
of a personal nature such as clothing, jewelry, furs, and other 
articles frequently worn or used by the insured. 


Schedule Property Floater.—Many of the inland marine 
insurance forms covering miscellaneous personal articles are 
attached to the schedule property floater. 
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Under this floater, the company’s liability is measured thus: 


1. Incase of articles consisting of several parts for the insured 
value of the part lost or damaged. 


2. In the event of loss of or damage to any article of a set for 
a reasonable and fair proportion of the total value of the 
set. Loss of or damage to any article or articles which 
are a part of a set does not mean total loss of the set. 
However, consideration is given to the importance of the 
damaged or lost article or articles. 


As in the case of the inland transit form, which the schedule 
property floater follows in many of the provisions, the insur- 
ance company is not liable for losses when benefits directly or 
indirectly inure to a carrier or other bailee. 


Personal Effects Floater (World Wide).—The personal 
effects floater insures personal effects such as are usually car- 
ried by travelers and tourists, including the insured, his wife, 
and their unmarried children permanently residing together. 
In this respect it differs from policies covering property spe- 
cifically described. 


CovERAGE.—The coverage is all risk and world wide sub- 
ject to specific exclusions. The personal effects floater therefore 
insures the traveler against property losses resulting from hotel 
fires, railroad and bus wrecks, thefts in hotels, damages at 
laundries and cleaners, and similar hazards. 

The coverage on jewelry, watches, furs, and other articles 
consisting wholly or in part of silver, gold, platinum, or fur is 
limited to a specified percentage of the insurance and not ex- 
ceeding a stipulated amount on each article. Full coverage on 
these articles may be obtained by the jewelry-fur floater or the 
fur floater analyzed subsequently. 

Except when in the custody of a common carrier coverage is 
also limited to a stipulated percentage and amount when the loss 
is the result of stealing from an unattended car which has been 
securely locked. 


ExcLusions.—No coverage is provided for the following 
articles and hazards: 


Nn bw 


10. 


Ti. 
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. Automobiles, automobile robes, motors, mortorcycles, bi- 


cycles, boats, and other conveyances and their appurte- 
nances. 


. Accounts, bills, currency, deeds, evidences of debt, letters 


of credit, passports, documents, notes, securities, rail- 
road and other tickets, household furniture, animals, 
physicians’ and surgeons’ instruments and artificial teeth 
and limbs. 
Salesmen’s samples and merchandise for sale or exhibition. 
Theatrical property of any kind. 


. Property covered by other insurance. 


Any property at the permanent residence of the insured 
or in storage except at points enroute during travels. 

Personal effects in the custody of students while in fra- 
ternity or sorority houses or on premises of schools 
and colleges, except against the risk of fire. 


. Except when in the custody of a common carrier, theft or 


pilferage of the insured property left unattended in any 
automobile which is not equipped with a fully enclosed 
body or compartment and does not show marks of forced 
entry. 

Gradual deterioration, moths, vermin, inherent vices, and 
damage sustained as a result of working upon the product. 

Breakage of brittle articles unless caused by thieves, fire, 
or accidents to the conveyance. 

Losses arising from risks of war, invasion, hostilities, 
rebellion, insurrection, confiscation by order of any gov- 
ernment or public authority, and risks of contraband and 
illegal transportation or trade. 


The following endorsements may be used to modify the 


policy : 


i 
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Students’. 


. Domicile. 
. $25 deductible clause. 


Additional named persons. 
Unattended automobile. 


. Auto home trailer, 


War risk. 
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1. SrupEeNnTs’ ENporSEMENT.—Upon payment of an addi- 
tional premium the policy may be endorsed to provide coverage 
for property while in fraternity or sorority houses, dormitories, 
or on the premises of schools or colleges. 


2. DomicILE ENDORSEMENT.—If permitted by the state 
statute, the policy may be endorsed to cover property while in 
the domicile of the insured, excluding jewelry, watches, furs, 
and other articles consisting in whole or in part of silver, gold, 
platinum, or fur. 

If this endorsement is used, the company is not liable for a 
greater proportion of any loss or damage to the property except 
property excluded by the endorsement than the sum insured 
bears to the full cash value of the insured property at the time 
of loss. 


3. Twenty-Five DoLLar DEDUCTIBLE ENDORSEMENT.— 
The cost of insurance may be reduced by providing for a de- 
duction of $25 from each claim for loss or damage. 


4, ADDITIONAL NAMED PERSON ENDORSEMENT.—Upon the 
payment of an additional premium, the property of any person 
permanently residing with the insured may be covered. A sep- 
arate endorsement is required for each additional person. 


5. UNATTENDED AUTOMOBILE ENDORSEMENT.—Upon the 
payment of an additional premium, the company will eliminate 
the provision excluding liability for theft or pilferage when the 
insured property is left unattended while in any automobile. 


6. Auto Home TRAILER ENDORSEMENT.—The policy can 
be extended to cover furniture and furnishings belonging to and 
used by the insured while contained in one auto trailer or trailer 
home owned or leased by the insured. The endorsement does 
not cover: 


(a) Equipment and accessories built into and forming a per- 
manent part of the automobile trailer home. 

(b) Equipment as is usually attached to the ordinary auto- 
mobile of the private passenger or truck type. 

(c) Loss or damage caused by marring, scratching, damp- 
ness of atmosphere or extremes of temperature. 
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(d) Mechanical breakdown or any damage to electrical ap- 
paratus caused by electricity whether artificial or nat- 
ural unless fire ensues, and then for loss by such 
ensuing fire only. 


7. War RisK.—The risk of loss or damage arising from 
war, invasion, hostilities, rebellion, or insurrection may be cov- 
ered for an additional premium subject to the following limita- 
tions: 


(1) The endorsement does not cover any loss or damage 
caused by or resulting from any of the following: 


(a) Seizure, detention, or confiscation under customs or quar- 
antine regulations; 

(b) Commandeering, preemption, requisition, or nationaliza- 
tion by any government, de facto or otherwise; 

(c) Seizure, detention, or confiscation by the Government of 
the United States or Dominion of Canada based on 
enemy ownership or interest, or on violation of law. 


(2) The endorsement does not cover outside of the conti- 
nental limits of the United States and Dominion of Canada 
excepting while the property insured is on board an overseas 
vessel. 

This endorsement is also available for such floaters as the 
tourist baggage floater, jewelry-fur floater, fur floater, camera 
floater, and musical instruments floater. 


Tourists’ Baggage Floater (World Wide).—The tourists’ 
baggage policy is similar to the personal effects floater but is 
written on a more restricted basis. Instead of insuring against 
all risks, it covers named perils only, to which the personal 
effects of the insured, his wife, and unmarried children perma- 
nently residing with him may be exposed. Furthermore, this 
policy insures only the articles specifically listed in the policy. 


CovEerAGE.—The policy covers the following personal effects 
and hazards: 


1. Wearing apparel, toilet articles, canes, parasols, umbrellas, 
printed books and music, photographs and their frames, 
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musical instruments, portable typewriters, photographic 
apparatus and supplies, toys and games, sportsmen’s 
implements, traveler’s clocks, watches, jewelry, plate 
and plated ware, trunks, suitcases, bags, and other re- 
ceptacles of travel belonging to and used or worn by 
the insured or his wife and their unmarried children 
permanently residing together. 


. Fire or lightning. 
. The risks and perils of transportation and navigation 


while in the custody of any railroad, express, transfer, 
transportation, steamship, or steamboat company or 
licensed public truckman, while in due course of transit 
on land or water. 


. Collision of an automobile containing the insured property. 
. Stranding, sinking, burning, or collision of a yacht on 


which the insured may be a guest. 


. Theft, while the property is in the custody of a common 


carrier. 


. The theft of entire trunks, traveling bags, or other ship- 


ping packages with their contents, from rooms occupied 
by the insured, or when checked in any hotel, boarding 
house or public parcel room, provided the local police 
authorities are immediately notified on discovery of the 
loss. 


. Liability for jewelry, watches, and furs is limited to a 


specified percentage of insurance and a stipulated 
amount for each article. 


EXcLusions.—Coverage does not extend to the following 
articles and perils: 


up 
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Conveyance and their appurtenances. 
Salesmen’s samples and merchandise for sale or exhibition. 


. Theatrical property of any kind. 
. Property covered by other insurance. 


Property in the insured’s permanent residence. 


. Property in any place where the insured ordinarily keeps 


his automobile. 


INLAND MARINE INSURANCE 218a 


7. Property in storage warehouses, except at points en route 
during travel. 

8. Property of students while in fraternity houses, dormi- 
tories, and other premises of schools and colleges. 

9. Breakage of brittle articles, unless caused by thieves, fire, 
or accident to conveyances. 

10. War, invasion, hostilities, rebellion, insurrection, confisca- 
tion by order of any government, public authority, and 
risks of contraband and illegal transportation or trade. 


ENDORSEMENTS.—For an additional premium, a student’s 
endorsement may be attached to the policy covering property in 
fraternity and sorority houses, dormitories, and other premises 
of schools and colleges. 

By endorsement, coverage can be extended to include the 
personal effects of additional named persons. 


Personal Property Floater.—In many states coverage can 
be issued for property within the residence and away from 
the residence. The insurance is provided by the Personal Prop- 
erty Floater. The policy includes personal property belonging 
to or used or worn by the insured and members of the insured’s 
family of the same household. 


CovERAGE.—The coverage is all risks while in all situations 
subject to specific limitations. 

For the purpose of insurance all property is divided into two 
groups: (a) unscheduled personal property; (b) personal 
jewelry, watches, furs, fine arts and other property as per a 
schedule which must be attached to the floater. Each item in 
this group is considered separately insured. 


ExcLusions.—No coverage is provided for the following 
articles and hazards: 


1. Automobiles, motorcycles, aircraft, boats, other convey- 
ances (bicycles excepted), nor their equipment, furnishings and 
appurtenances, except (as to equipment, furnishings and ap- 
purtenances) when detached or removed from the convey- 
ance and contained in the principal residence of the insured. 

2. Animals. 
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3. Property pertaining to the business, profession or occupa- 
tion of the persons whose property is insured. 

4, Against breakage of eye glasses, glassware, statuary, 
marbles, bric-a-brac, porcelains and similar fragile articles 
(jewelry and watches excepted), unless caused by fire, light- 
ning, theft or attempted theft, cyclone, tornado, windstorm, 
earthquake, flood, explosion, malicious damage or accident to 
conveyance. 

5. Against mechanical breakdown. 

6. Against damage to electrical apparatus caused by elec- 
tricity whether artificial or natural, unless fire ensues and then 
only for loss or damage by such ensuing fire. 

7. Against loss or damage occasioned by wear and tear, 
dampness of atmosphere, extremes of temperature, deteriora- 
tion, moth, vermin, inherent vice. 

8. Against damage sustained due to and resulting from any 
repairing, restoration or retouching process (jewelry and 
watches excepted). 

9. Against loss or damage occasioned by marring or scratch- 
ing of any property not specifically scheduled, unless caused by 
thieves, fire, windstorm, earthquake, explosion or accident to 
conveyance. 

10. Property on exhibition at fair grounds or on the prem- 
ises of any national or international exposition, unless such 
premises are specifically described in the policy or by endorse- 
ment. 

11. Against loss or damage arising from or occasioned by 
war (whether declared or not), invasion, hostilities, rebellion 
or insurrection, or seizure, confiscation, requisition, national- 
ization, destruction or damage by or under the order of any 
government or public authority or military or usurped power ; 
or risks of contraband or illegal transportation or trade. This 
clause is not to be construed to apply to strikes, riots or civil 
commotions, nor to acts of duly constituted civil authorities in 
retarding a conflagration. 


Limitations.—In addition the policy provides that: 


1. Not more than 10% of the amount of insurance on un- 
scheduled personal property can be applied to personal property 
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ordinarily situated throughout the year at any residence other 
than the principal residence of the insured. 

Z. Personal jewelry, watches and furs not specifically 
scheduled, or otherwise specifically insured, are covered for an 
amount of not exceeding $250 in any one loss, unless caused by 
fire, windstorm, hail, earthquake, explosion, motor vehicle or 
aircraft property damage, or accident to conveyance. 

3. Money, notes, securities, stamps, accounts, bills, deeds, 
evidences of debt, letters of credit, passports, documents and 
railroad or other tickets, while on premises occupied or rented 
by the insured are covered only against loss by accidental de- 
struction, burglary, robbery, theft or larceny, and while else- 
where only against loss by hold-up. The company is not liable 
for more than $50 on account of any one loss of such properties. 

4. Property up to 10% of the insurance on unscheduled 
personal property, and not otherwise insured, (belonging to 
guests or servants of the insured) is covered while on the 
premises of the insured, including servants’ property while 
away from the premises of the insured when the servants are 
actually engaged in the service of the insured. 

In event of loss by burglary or theft for which the company 
is liable, the company will also pay the actual loss sustained, not 
exceeding $500 in any one loss, for any physical damage 
directly caused to any other property of the insured (not spe- 
cifically excluded under the policy) in the accomplishment of 
such burglary or theft. 


Jewelry-Fur Floater (World Wide).—Since the normal 
use of jewelry and furs requires them to be carried frequently 
from the residences of the owners, insurance is needed against 
hazards at any location. Thus the jewelry-fur floater is offered. 

CovERAGE.—The coverage includes the specific articles men- 
tioned when they are the property of the insured and of mem- 
bers of his family who are in permanent residence with him. 

The policy contains provisions for settlement of losses of 
articles in a pair or set and warranty in reference to the carrier 
similar to the schedule property floater as already explained. 

Exctustons.—While the policy is called an all risk form, 
it excludes losses resulting from gradual deterioration, moths, 
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vermin, inherent vice, war, invasion, hostilities, rebellion, in- 
surrection, confiscation, or risks of contraband or illegal trans- 
portation or trade. 


Fur Floater (World Wide).—If the insured desires, he 
may obtain an all risk floater which covers only fur coats and 
similar articles made of fur, owned by the insured and mem- 
bers of his family of the same domicile. The policy contains 
exclusions similar to those of the jewelry-fur floater. In addi- 
tion the company is not liable for damage sustained as a result 
of any process or of being actually worked upon. 

To determine the amount of insurance, the furs should be 
appraised by a reputable furrier. When the policy is renewed 
there may be a reduction in the amount of insurance due to de- 
preciation. The rate of reduction depends upon quality, repairs 
effected, care of the particular article of fur, and general market 
value of furs. 


Wedding Presents Floater (World Wide).—This form is 
attached to the schedule floater policy to cover wedding presents 
wherever located for a stipulated time after the wedding. 


ExcLusions.—All property and risks are covered except: 


1. Realty, animals, automobiles, motorcycles, aircraft, 
bicycles, boats, motors, other conveyances and their 
appurtenances, automobile robes, accounts, bills, cur- 
rency, deeds, evidences of debt, letters of credit, pass- 
ports, documents, money, notes, securities, and railroad 
or other tickets. 

2. Wear and tear, gradual deterioration, moths, vermin, and 

inherent vice. 

. Perils incident due to process or working upon articles. 

. War, invasion, hostilities, rebellion, and insurrection. 

. Confiscation by order of any government or public 

authority. 

6. Risks of contraband and illegal transportation or trade. 

7. Breakage, marring, or scratching of china, glass, marble, 
earthenware, furniture, and other brittle articles, unless 
caused by fire, lightning, windstorm, earthquake, explo- 
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sion, thieves, malicious damage, or accident to convey- 
ances. 


By endorsement the policy can be extended to cover the risk 
of breakage of brittle or fragile articles. 


Silverware and Silver Plate Floater (World Wide).— 
When attached to the schedule property floater, this form in- 
sures silverware and silver plated articles. 


CovERAGE.—This form covers articles belonging to the in- 
sured and members of his family living permanently with him. 
The company is liable for all risks whether the loss occurs dur- 
ing transportation, or otherwise. 


Exctusions.—The following articles and perils are specifi- 
cally excluded from coverage: 


1. Flasks, smoking and writing instruments, and articles of 
personal adornment. 

2. Denting, unless caused by fire, tornado, burglary or theft. 

3. Breakage or damage to glass or other brittle articles. 

4. Deterioration or wear and tear. 

5. Loss resulting from working upon or due to process on 
articles. 

. War, insurrection, military or usurped power. 

. Confiscation by order of any government or public 
authority. 


Wr © 


Fine Arts Floater.—Another personal property floater is 
provided for the owner of fine arts by the fine arts policy. This 
contract is used to insure objects of art which are individually 
scheduled and valued in the policy. 


CovERAGE.—The personal fine arts floater covers specified 
art collections of private individuals excluding dealers, auction 
rooms, museums, art galleries, and other art institutions open 
to the public. The insured must warrant that the insurance will 
not accrue directly or indirectly to the benefit of any carrier or 
other bailee. 
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Exc.ustons.—The policy is an “all risk’ cover but does not 
cover the following perils: 


1. Wear and tear, gradual deterioration, moths, vermin and 
inherent vice. 

2. Loss from any repairing, restoring, or retouching process. 

3. War, invasion, hostilities, rebellion, insurrection, or con- 
fiscation by order of any government or public 
authority. 

4, Risks of contraband and illegal transportation or trade. 

5. Unless otherwise endorsed, breakage of statuary, marble, 
glassware, bric-a-brac, porcelain, and similar fragile 
articles, except when caused by fire, lightning, attempted 
or actual theft, cyclone, tornado, windstorm, earth- 
quake, flood, explosion, aircraft damage, malicious dam- 
age, collision, overturn or derailment of conveyance. 

6. Losses occurring on fair grounds or premises of any na- 
tional or international exposition, unless these locations 
are specifically described either in the policy or by 
endorsement. 


Limit oF Liapitiry.—The company is not liable for more 
than the amount stated in the schedule for the lost or damaged 
article. If one article of a set is destroyed, the measure of lia- 
bility is a reasonable proportion of the value of the set, rather 
than the total loss. 

A fine arts policy is also available for dealer’s auction rooms, 
museums, art galleries and similar institutions. Unless author- 
ized by the company, policies covering property in certain ter- 


ritories must be endorsed to exclude windstorm, cyclone, or 
hurricane. 


Musical Instruments Floater.—The musical instruments 
floater provides coverage against the loss of musical instru- 
ments. This insurance is usually written on an endorsement to 
be attached to the schedule property floater policy. Two forms 
are available: the broad form, designed to cover such musical 
instruments as valuable violins and the limited form, designed 
to cover musical instruments of standard manufacturers. 
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Broap Form.—The broad form of the musical instrument 
floater provides all risk coverage for musical instruments de- 
scribed in the policy within the limits of continental United 
States and Canada. The insured may be required to warrant 
that he will not play any insured musical instrument for re- 
muneration during the policy period. 

Exclusions. The broad form does not cover: 

1. Loss or damage caused by refinishing, renovating or re- 
pairing, moths or vermin, wear and tear, or gradual 
deterioration. 

2. Loss or damage caused by dampness of the atmosphere 
or extremes of temperature. 

3. Loss of or damage caused by breakage of strings. 

4. Loss or damage caused by infidelity of persons to whom 
the insured property may be loaned or rented. 

5. War, invasion, hostilities, rebellion, insurrection, or con- 
fiscation by order of any government authority. 

6. Risks of contraband and illegal transportation or trade. 


Limitep Form.—The limited form insures against: fire and 
lightning; cyclone, tornado, flood; theft, and accidents to con- 
veyances. 


Exclusion. The policy does not insure against losses result- 
ing from 

1. Infidelity of persons to whom the insured property is 
loaned or rented. 

2. Property left unattended in or on any automobile unless 
in the custody of a common carrier. 

3. War, invasion, hostilities, rebellion, insurrection or con- 
fiscation by order of any government authority. 

4. Risks of contraband and illegal transportation or trade. 


The insured may be required to warrant that he is not and 
will not be engaged in playing for remuneration any musical in- 
strument insured during the policy period. 


Stamp Collection Form.—When attached to the schedule 
property floater, the stamp collection form is designed to cover 
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any privately owned collections of stamps and all other similar 
property. 

This property includes postage stamps, including due, en- 
velope, official revenue, match and medicine stamps, covers 
locals, reprints, essays, proof and other philatelic property 
owned by the insured and listed in the schedule. Coverage is 
also provided for books, pages, or mountings upon which 
stamp collections are placed as specified in the schedule. 

Though the stamp collection form is an all risk policy, the 
following perils are excluded : 


1. Fading, creasing, tearing, thinning, transfer of colors, 
wear, tear, dampness, extremes of temperature, moths, 
vermin or gradual depreciation and deterioration or 
damage sustained from handling or while being actually 
worked upon or resulting therefrom. 

2. Infidelity of persons to whom insured property is entrusted. 

3. Against theft from an unattended automobile unless in the 
custody of railway express, armored car companies, or 
while being shipped by registered mail or insured parcel 
post. 

4. Mysterious disappearance of individual stamps unless spe- 
cifically scheduled with a definite valuation set opposite 
their description, or if not specifically scheduled, unless 
mounted in a volume, and the page to which they are 
attached is also lost. 

5. Loss or damage to property in the custody of transporta- 
tion companies unless such shipments are made by rail- 
way express or armored car, and shipments by mail 
unless by registered mail, or insured parcel post. 

6. Loss or damage arising from war, invasion, hostilities, 
rebellion. 

7. Loss due to confiscation by order of any government or 
public authority. 

8. Risk of contraband or illegal transportation or trade. 


Limit oF Lrapitiry.—In case of loss of or damage to the 
property specifically described in the schedule, the com- 
pany’s liability is the amount specified in the schedule for the 
particular item. 
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In case of loss or damage of individual items, the company 
will make good such loss up to amount set opposite items. 

In case of loss of or damage to property specifically de- 
scribed as pairs, strips, blocks, series, sheets or the like, the 
company will pay in the event of total loss of such an item the 
amount set opposite the item involved. In the event of partial 
loss, the company is liable for not more than the cash market 
value of the whole set, less the cash market value of the re- 
mainder at the time of loss; but if the property was insured for 
less than the cash market value, the liability of the company 
cannot exceed the proportion that the amount insured bears to 
the cash market value. 

For property not provided for above, the company is not 
liable for more than the actual cash market value of the prop- 
erty at the time of loss, less depreciation however caused, not 
exceeding, however, $250 with respect to any one stamp or any 
one pair, strip, block, series, sheet, cover or the like. 

The company is not liable for a greater proportion of loss 
on unscheduled property than the sum insured on such property 
bears to cash market value at time of loss. 


Camera Form (World Wide).—When attached to the 
schedule property floater, the world-wide camera form is de- 
signed to insure cameras, projection machines, films and articles 
of equipment pertaining to the camera. The policy covers 
against all risks or loss or damage to the property described in 
the form except for the specified exclusions. 


Exctusions.—The following perils are excluded from cov- 
erage: 

1. Loss of or damage to any camera or equipment designed 
for aerial photography, while in or on any aircraft, 
unless endorsed on the policy. 

2. Loss or damage caused by wear and tear, gradual deterio- 
ration, moths, vermin, inherent vice. 

3. Damage sustained due to any process or while being actu- 
ally worked upon and resulting therefrom. 

4. Infidelity of persons to whom the insured property may 
be loaned or rented. 
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5. Loss or damage arising from war, invasion, hostilities, 
rebellion, insurrection. 

6. Confiscation by order of any government or public 
authority. 

7. Risks of contraband or illegal transportation or trade. 


Floaters Covering Property and Equipment of Commercial 
Enterprises 


Classification.—Property floater policies, as previously men- 
tioned, fall into two broad classes. The policies thus far de- 
scribed cover the property of individuals. An analysis will be 
made of important forms which insure property in connection 
with the business of the policyholder. 

Illustration of policies in this group are: 


1. Garment contractor’s floater 

2. Theatrical floater 

3. Salesman’s floater 

4. Jeweler’s block floater 

5. Bailee’s customers’ floater 

6. Dyers’ and cleaners’ floater 

7. Bailee’s customers’ laundry floater 
8. Furrier’s customers’ floater 

9. Installment floater 
10. Neon sign floater 

11. Horse and wagon floater 
12. Contractor’s equipment floater 
13. Bridge builder’s risk policy 
14. Bridge property damage policy 
15. Bridge use and occupancy policy 


Garment Contractor’s Floater.—The garment contractor’s 
floater is used to protect those manufacturers who do not per- 
form on their own premises all the steps necessary to produce 
completed garments. The goods may be sent by the manufac- 
turer to specialists who do some particular part of the work and 
return them to the owner, who may then send them to still 
another specialist for additional work. In order to provide coy- 


INLAND MARINE INSURANCE 227 


erage for these goods while out of the owner’s custody, the 
garment contractor’s floater is written as an endorsement on 
the inland transit policy. 


CoVERAGE IN TRANSIT.—The policy covers the property 
of the insured while in transit between his premises and the 
premises of the contractors or subcontractors against loss or 
damage caused by fire, lightning, cyclone, tornado, flood (mean- 
ing thereby rising navigable water), theft and collision, derail- 
ment or overturning of transporting conveyances and all other 
risks and perils of transportation which may not be otherwise 
excluded by the policy. The policy covers from the time the 
property insured passes into the custody of any railroad express 
company, public truckman, transfer or transportation company 
or trucks owned, hired, or leased by the insured, contractors 
or subcontractors for transportation between the insured’s and 
contractor’s or subcontractor’s premises. The transportation 
coverage also includes goods shipped by messenger, taxicabs, 
or handcarts. 

The transportation coverage is subject to a specified amount 
in any one casualty either in case of partial or total loss or sal- 
vage charges or expenses or all combined. A special limitation 
is placed upon loss during shipment by messenger. The insured 
is permitted to release public truckmen to a valuation of not 
less than $50 each case, bail or shipping package. The insured 
is permitted to accept delivery receipts issued by a carrier 
whereby the liability is limited to 50 cents per pound but not 
less than $50 per shipment. 


CovERAGE AT CONTRACTOR’S PREMISES.—Property tempo- 
rarily detained on the premises of contractors and subcon- 
tractors during processing anywhere within the limits of the 
United States is protected against the perils of fire, lightning, 
water damage, burglary, hold-up, and other overt felonious 
acts committed in the premises and with the cognizance of the 
custodians. 

The policy provides in the case of burglary that felonious 
entry must have been made by actual force and violence by the 
use of tools, explosives, electricity or chemicals leaving visible 
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marks at the point of entry and during hours when the premises 
were not open for business. 


Limit or Liapitiry.—The company is not liable for a 
greater proportion of any loss than the stated amount insured 
bears to the actual aggregate value of the insured property at 
all places at the time of loss. The policy is thus subject to 100% 
coinsurance. Furthermore, except in the case of a contractor 
specifically named, liability is limited to a specified sum for any 
loss, whether it is partial loss, total loss, salvage charges, or the 
trio combined. 


Duties or INsurRED.—The policyholder must agree to keep 
books and records in a form that will permit accurate deter- 
mination of the exact amount of loss. The company requires 
access to these books and records during business hours. 


ENDORSEMENTS.—Coverage may be extended by written 
agreement to include the following hazards: 


1. The risk of theft in the premises of the contractor, exclud- 
ing, however, conversion or other act of dishonesty on the part 
of the insured, contractors, subcontractors, or their respective 
employees, mysterious unexplained disappearance or shortage 
disclosed by taking inventory or any other unaccountable loss 
where there is no evidence that the loss was occasioned by the 
perils specifically insured against. 

2. Leakage, discharge or precipitation from any automatic 
sprinkler system including freezing or collapse of tanks or their 
component parts. Coverage is provided whether the leakage 
originated in the portion of the premises occupied by the in- 
sured or not. 

3. The consequential damage liability by providing that 
when any portion of an insured garment, for example, is so 
damaged as to prevent the sale of the entire garment at its 
actual market value, the company agrees to pay the difference 
between the actual cost, not exceeding market value, of the 
completed garment and the realizable value after the loss. If 
it chooses, the company may require the insured to surrender 
the portions not destroyed when paying him for the loss. The 
insured must warrant, however, that he will endeavor during a 
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specified number of days after the loss to replace the destroyed 
portions. With respect to any one disaster involving both di- 
rect loss and consequential damage, the company is not liable 
for more than the limit stated in the policy. 

4. Direct loss or damage caused by (a) malicious mischief, 
rioters, strikers, or persons taking part in insurrections and 
rebellions, or (b) explosion of any nature other than boiler 
explosion. No claim is allowed for delay, deterioration, or loss 
of market, or for confiscation, or destruction by the government 
of the country in which the property is situated. 


Theatrical Floater.—As the name indicates, the theatrical 
floater is designed to insure theatrical property. It is usually 
written as an endorsement on the schedule property floater. 


CovERAGE.—The theatrical form covers the following prop- 
erty and perils within the limits of the United States and Can- 
ada: 


1. Scenery, costumes, and other theatrical property, exclud- 
ing buildings, improvements, furniture and fixtures that 
do not travel about with theatrical troupes, which 
the owner owns or holds in trust or on commission or 
consignment. Property on which advances have been 
made or which has been sold but not delivered is like- 
wise covered. In each case the specific play for which 
the property is used must be stated in the policy. 

2. Fire, lightning, collision, overturn or derailment of con- 
veyances and while the property is being transported by 
railroad, express, public truckman or land transportation 
agency including while the property is on docks, wharves, 
piers, bulkheads, depots, stations, and platforms during 
transportation. The coming together of railroad cars 
during coupling operations is not deemed a collision 
and hence not covered. 

3. Stranding, sinking, burning, or collision while the insured 
property is being transported on ferries or in cars on 
transfers. 

4, Fire or lightning in any theater, or business building, but 
not in the insured’s customary premises except if a thea- 
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ter or a playhouse. Prompt notice must be given the 
company when property is placed in storage. 

5. Death of animals effected or necessitated by the insured 
perils listed above. 

6. General average and salvage charges. 


ExcLusions.—The company is not liable under the theatri- 
cal form for the following articles and hazards: 


1. Jewelry other than costume jewelry. 

2. Accounts, bills, currency, deeds, evidences of debt, docu- 
ments, money, notes, securities, and railroad or other 
tickets. 

3. Total or partial collapse of buildings unless the direct 
result of fire or lightning. 

4. Strikes, lockouts, labor disturbances, riots, or civil commo- 
tion. 

5. War, invasion, hostilities, rebellions, insurrection, confis- 
cation by order of any government authority, risk of con- 
traband, and illegal transportation or trade. 


Limit or Lrapitiry.—The insured must also expressly 
warrant that he will not enter into a special agreement limiting 
the liability of carriers, without the written permission of the 
company. Another clause makes him coinsurer to the extent of 
any deficiency, if he has insured for less than the actual value of 
the property. 


Salesmen’s Floater.—When attached to the schedule prop- 
erty floater, the salesmen’s floaters insure concerns against risks 
to which salesmen carrying samples are exposed. The sales- 
men’s floaters are available in the limited and broad form. 


LrmireD Form.—Under the limited form the company is 
liable for the following hazards: 


1. Perils of fire, lightning, navigation, and transportation, 
while the insured articles are in the custody of any rail- 
road, express, transfer or transportation company, and 
steamship or steamboat. 

2. Fire and lightning on automobiles or while in a hotel dwell- 
ing or business building. 


. 


4. 
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Theft of an entire trunk or shipping package while being 
transported in the custody of a common carrier under 
check or receipt. 

Theft of an entire trunk or shipping package while checked 
in any hotel. 


Exclusions. The limited form does not cover the following 


contingencies : 

1. Hazards on any premises of the insured and in theaters 
and opera houses. 

2. Losses covered by specific insurance. 

3. Breakage, leakage, marring, scratching, wet or dampness, 
unless caused by a peril insured against. 

4. Loss in value incurred when articles become spotted, dis- 
colored, mouldy, frosted, soured, rotted, steamed, or 
changed in flavor, unless as a result of an insured peril. 

5. Loss through delay, inherent defect, and inadequate pack- 
ing or addressing. 

6. Strikes, riot, civil commotion, capture, seizure, detention, 


war, contraband, and illicit transportation or trade. 


SALESMAN’S Broap Form.—By endorsement, the salesman’s 
floater may be extended to provide “all risk’? coverage. The en- 
dorsed policy insures property anywhere while in the custody of 
the insured’s salesmen, in the hands of the principal acting as 
salesman, or while in transit between the insured’s premises and 
the salesmen. 

Though termed “all risk” coverage, the endorsement ex- 
cludes the following articles and hazards: 


1. Losses occurring on business premises of the insured or 


of his salesmen and agents. 


2. Losses occurring while property is left unattended in auto- 


mobiles or on motorcycles. 


3. Damage resulting from wear and tear, gradual deteriora- 


tion, moths and vermin. 


4, Losses resulting from breakage, marring, and scratching, 


unless caused by fire, lightning, cyclone, tornado, flood, 
actual or attempted theft, or by accident while in the 
transporting conveyances. 
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5. Losses caused by infidelity of any person to whom the 
merchandise may be entrusted or of any attendant while 
property is in or on any automobile or motorcycle. 

6. Strikes, riots, civil commotion, capture, seizure, detention, 
war, contraband, and illicit transportation or trade. 


Jeweler’s Block Floater.—The jeweler’s block policy is de- 
signed for those engaged in the manufacture or sale of jew- 
elry. It is intended to provide complete coverage under one 
policy on all stock usual to the conduct of the jewelry business. 
In view of the broad coverage, the moral hazard is a vital con- 
sideration in the indemnity of this form of insurance. 


CovERAGE.—The company assumes “all risk’’ liability for 
losses on pearls, precious and semi-precious stones, jewels, 
jewelry, watches, watch movements, gold, silver, platinum and 
other precious metals and other alloys and stocks employed in 
the jewelry business under the following conditions: 


1. When property is owned by the insured. 

2. When property is delivered or entrusted to the insured by 
others who are not dealers in the property and who are 
not otherwise engaged in the jewelry trade. 

3. When property is entrusted to him by jewelers or dealers 
in the merchandise only to the extent of the insured’s 
interest by reason of legal liability or for money actually 
advanced. 


Exc.usions.—The following hazards are not covered by 
the jeweler’s policy: 

1. Theft, conversion, sabotage, and other dishonest acts of 
commission or omission including sabotage on the part of the 
insured, his employees, or any other persons to whom the prop- 
erty may be delivered or entrusted. These risks are covered, 
however, if loss occurs when goods are deposited for safe cus- 
tody by the insured, by a member of the firm, or by a salesman 
while traveling. This exclusion also does not apply while the 
goods are in the custody of a common carrier ; of a mere porter, 
helper, or carrier not permanently employed by the insured; and 
of the post office department as first class registered mail. 
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2. Damage resulting from processing or working upon the 
goods. 

3. Loss due to capture, seizure, arrest, restraint, detainment, 
confiscation, preemption, requisition or nationalization whether 
in time of peace or war whether lawful or otherwise. Also loss 
due to all consequences of hostilities or warlike operations 
whether there be a declaration of war or not, piracy, civil war, 
revolution, rebellion or insurrection or civil strife arising there- 
from. 

4. Losses resulting from strikes, lockouts, labor disturb- 
ances, riot or civil commotion. 

5. Losses resulting directly or indirectly from typhoon, hur- 
ricane, tornado, cyclone, volcanic eruption, rising of navigable 
waters, subterranean fires, and other convulsions of nature. It 
should be noted that losses from fire or theft made possible by 
these various perils are similarly excluded. This exception only 
applies to land risks. 

6. Losses occurring during transportation by express unless 
the articles are in sealed packages by railway express. 

7. Losses in the mails unless the goods are registered first 
class. 

8. Losses in air mail or air express, unless permitted by en- 
dorsement. 

9. Losses in freight shipments whether by land or sea. 

10. Breakage of brittle articles unless caused by theft, bur- 
glary, fire, or accident to the conveyance in which the property 
is being carried. 

11. Losses on goods sold on the installment plan from the 
time they leave the insured’s custody. 

12. Loss while the property is being worn by the insured or 
by an officer, director, agent, employee, servant or messenger 
of the insured or while it is in their custody for this purpose. 
The same exclusion applies to members of these individuals’ 
family, friends and relatives, dealers and other persons, firms, 
or corporations engaged in the jewelry trade and their directors, 
officers, employees, servants, and messengers. 

13. Losses on property left in automobiles, motorcycles, and 
other vehicles, unless attended by the insured, a permanent em- 
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ployee, or a person whose sole duty it is to guard the vehicle. 
This exclusion does not apply, however, when the goods are in 
the custody of a common carrier or in the custody of the post 
office department as first class registered mail. 

14. Losses occurring while property is at any public exhi- 
bition promoted or financially assisted by any public authority 
or trade association. 

15. Unexplained shortages, including goods claimed to have 
been forwarded in packages which reach the consignee in ap- 
parent good condition with seal unbroken. 

16. Loss of goods when sent C.O.D. by any express line 
with the privilege of inspection by the consignee before delivery. 


Limit oF Liapitiry.—The company is liable for the amount 
stated in the policy for losses on the insured’s premises. If 
goods, however, are lost from windows as a result of the smash- 
ing of the windows, the insured must bear 20% of each claim. 

A maximum liability limit is set, however, for outside limit 
coverage which applies to property in transit by express or first 
class registered mail (or air mail or air express if endorsed on 
the policy) or which is deposited in the vault of a bank or safe 
deposit company or which is in the possession of a customer or 
in the custody of a dealer in property described in the policy not 
employed by or associated with the insured. In addition, a max- 
imum liability limit is placed on property elsewhere than on the 
premises of the insured which was not included in the previous 
clause. The effect of these clauses is to limit the company’s 
maximum liability for losses on property outside the insured’s 
premises and on property while in transit in the custody of 
the insured’s salesmen, employees, messengers, and members of 
the firm. 

The company is not liable beyond the actual cash value of 
the property at the time of the loss with proper deduction for 
depreciation. However, this amount cannot exceed the lowest 
figure placed upon the property in the insured’s records exist- 
ing at the time of the loss nor the cost of repair or replacing 
the same with material of like kind and quality. No considera- 
tion is given to any antiquarian or historical value attached to 
the property. For claims in respect to pledged articles, the lia- 
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bility is limited to the amount actually loaned and unpaid plus 
the accrued interest at legal rates. 

In case of loss of property of others the company has a 
right to adjust the loss with the owners of the property. If legal 
proceedings are taken to enforce a claim against the insured 
with respect to such loss, the company reserves the right to con- 
duct and control the defense on behalf of the insured. 


OTHER INSURANCE.—There is no coverage if at the time of 
loss any other insurance would then attach if the jeweler’s 
block insurance had not been effected except that the insurance 
will apply as excess insurance. 


Duties oF INsurRED.—To bind the company, the insured 
must make and observe certain warranties. He must agree to 
keep an itemized record of all property including traveling 
salesmen’s stocks. He must also agree to maintain, in so far as 
possible, watchmen and other protection devices mentioned in 
his application for the policy. 

The insured must agree to and cause others to submit to 
examinations under oath concerning all matters connected with 
a claim, and to produce for examination all account books, bills, 
and invoices. 


ENDORSEMENTS.—A number of endorsements may be used 
to amend policy provisions: 

1. By endorsement, air mail and air express shipments may be 
covered. This endorsement requires air mail to be regis- 
tered and express shipments to be sealed. 

2. Except when prohibited by statute, the policy may be en- 
dorsed to cover furniture, fixtures, machinery, tools, pat- 
terns, moulds, models and dies in the insured’s premises 
only, against the risks of fire, burglary, and theft. 

3. By endorsement coverage may be extended to include 
money in the safe at the insured’s premises. Liability 
attaches, however, only when the safe is actually broken 
open. 

4. The company may eliminate by endorsement the clause re- 
quiring the insured to bear 20% of each loss caused by 
the smashing of a window. 
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5. By endorsement, the risk of fire at the insured’s principal 
place of business may be specifically excluded if this 
coverage is not desired. 


Bailee’s Customers’ Floater.—It is desirable for such 
bailees as warehousemen, public storers, dyers, cleaners, laun- 
drymen, and other custodians who perform services to the prop- 
erty of others to insure the goods entrusted to them. This in- 
surance serves a dual purpose. It furnishes direct protection to 
the owner of the goods and thereby enables the bailee to attract 
customers whose patronage could otherwise not be obtainable. 
Furthermore, it permits the bailee to avoid troublesome and 
costly disputes with his customers when loss occurs. 

Generally these contracts appear as printed or typewritten en- 
dorsements attached to the inland transit policy, but it is not 
necessary to write the insurance in that manner. While bailee 
insurance may be written on any kind of bailed property, the 
forms issued to dyers and cleaners, laundrymen, and furriers 
are best known. 


Dyers’ and Cleaners’ Floater.—The dyers’ and cleaners’ 
form offers coverage against direct loss on goods accepted by 
the insured for cleaning, pressing, repairing or renovating. Cov- 
erage extends over the premises of the insured, pick-up stations, 
and branch stores of agents as well as during actual transporta- 
tion. This form excludes, however, goods accepted for launder- 
ing. 
The following perils are covered by the dyers’ and cleaners’ 
form: 

1. Fire and lightning, earthquake. 
2. Explosion. 
3. Accidental collision including the overturning of vehicles 
and collapse of bridges. 
4. Theft, burglary, and hold-up. 
5. Tornado, cyclone, and windstorm, including the perils of 
hail, rain, sleet, and snow, whether or not driven by 
wind. 
. Flood occasioned by the rising of streams. 
. Sprinkler leakage. 
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8. Transportation risks involving public carriers or mail 
service. 

9. Marine perils including risks on ferries. 

10. Confusion of goods, resulting from any of the foregoing 
hazards. 


ExcLusions.—Unless otherwise provided, the dyers’ and 
cleaners’ form offers no protection against the following arti- 
cles and hazards: 


1. Theft by any person employed by the insured whether or 
not occurring during hours of employment. 

2. Mis-delivery, careless destruction of goods and other unac- 
countable losses, where there is no evidence that the 
cause is an insured peril. 

3. Damage to goods held in storage or for which a storage 
charge is made. 

4. Risks covered by other insurance which would attach if 
the policy had not been issued. 

5. Goods and packages left on delivery vehicles overnight. 
When delivery vehicles are locked in the insured’s pri- 
vate garage or in a building occupied by the insured, this 
exclusion does not apply. Goods and packages are not 
subject to this exclusion when in the custody of a com- 
mon carrier. 


PARTIAL COVERAGE OF STORED Goops.—As above noted, the 
dyers’ and cleaners’ form excludes damage to goods held in 
storage or for which a storage charge is made. Goods held by 
the insured are not deemed to be in storage unless so ordered 
by the owner. 

Goods accepted for storage on which a cleaning charge has 
been made are covered only while in process or in transportation 
by the insured between his plant or branch stores and agencies 
or customers. 


ADJUSTMENT OF CLAIMs.—The company has the option of 
adjusting any loss and either pay the insured for the account 
of whom it may concern or pay the customer direct. 

Any claim for losses occurring at the same time and aggre- 
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gating not more than a limited amount, may be adjusted by 
the insured. The company will reimburse the insured as soon as 
practicable upon receipt of satisfactory proof of loss. 

The insured is required to keep an accurate record of his 
business and to report each month gross receipts whether or not 
collected, for the preceding month. 


Limit or Liasitiry.—The company’s liability is limited to 
the amount which the insured is obliged to and actually does pay 
by reason of an insured peril. In no case does the liability ex- 
ceed the cash value of the property at the time of loss, with 
proper deduction for depreciation. Furthermore, a limit is 
placed on the company’s liability for any loss incurred at any 
one time from one or more perils. The company assumes lia- 
bility, however, for any customary charges which the insured 
may have earned on the lost or damaged goods. 


Bailee’s Customers’ Laundry Floater.—The bailee’s cus- 
tomers’ laundry form provides the same coverage for goods ac- 
cepted by the insured for laundering as does the dyers’ and 
cleaners’ form for articles accepted for dyeing and cleaning. In 
summary, both policies insure articles against the hazards of 
fire, lightning, explosion, collision, theft, tornado, flood, 
sprinkler leakage, transportation, and confusion of goods re- 
sulting from these perils. Coverage in both policies includes the 
premises of the insured and transportation in the custody of a 
common carrier or in the insured’s vehicles provided the ve- 
hicles are properly garaged overnight. 


Furrier’s Customers’ Floater.—The furrier’s customers’ 
policy is issued to furriers, fur stores, cleaners, repairers, and 
similar custodians to cover the furs and garments trimmed with 
fur which customers leave with the insured for storage, altera- 
tions, repairing, cleaning, or remodeling, for which the insured 
has issued a receipt in which he agrees to insure the customer’s 
property. 

CovEerAGE.—The furrier’s customers’ floater provides cov- 
erage while the property is in the custody of the furrier at his 
place of business; while in storage rooms, vaults, or safes at 
specified locations ; and during transportation between the prem- 
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ises of the customer and the furrier. Stock belonging to the 
insured is not covered. 


Exc.Lusions.—This form is an all risk policy, including the 
insured’s legal liability, but excludes the following hazards: 


. Gradual deterioration, moth, vermin, and inherent vice. 

. Damage sustained as a result of working upon the goods. 
. War, invasion, hostilities, rebellion, and insurrection. 

. Confiscation by order of any government or civil authority. 
. Risks of contraband and illegal transportation or trade. 
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OTHER INSURANCE.—TIf at the time of loss, there is other 
insurance which would attach had the floater not been effected, 
the furrier’s customers’ floater applies as excess insurance only 
after all other insurance is exhausted. This does not apply to 
insurance effected by the customer. 


Limit or Liapititry.—The company is not liable for more 
than the amount stipulated in the insured’s receipt as applying 
to the damaged article. This liability is further limited to the 
cost of repairing or replacing the article with material of like 
kind and quality. There is a limit of liability at each location 
for goods placed: (1) in storage rooms and vaults, and (2) 
outside of storage rooms and vaults. 

At the option of the company losses may bé adjusted and 
paid directly to the owner. 


Duties oF InsurED.—The policyholder must agree to use 
reasonable diligence in maintaining protection safeguards enu- 
merated in the application for insurance. He must further war- 
rant that he will not issue certificates of insurance to customers 
except as authorized in the policy by endorsement. 

In order to determine the extent of risk and the amount of 
premium, the company requires the insured to keep an accurate 
record of all receipts issued. This record must contain the cus- 
tomer’s name and address and a description of each insured ar- 
ticle and its value. 


ENpDORSEMENTS.—The furrier’s customers’ policy may be 
extended in certain states by attaching a certification or fur- 
rier’s customers’ endorsement. The insured is thereby permit- 
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ted to issue certifications or personal fur policies providing 
world-wide coverage to owners of furs insured under the fur- 
rier’s customers’ form. 

The endorsement cannot be used independently of the fur- 
rier’s customers’ policy. 


Installment Floater.—The sale of portable property on the 
installment plan, under a conditional contract of sale or lease has 
become so common that special policies have been devised to 
meet the seller’s needs. These policies are of two kinds. One 
form protects the vendor’s interest only, that is, the outstand- 
ing balance shown on the ledger. The other form, known as 
the dual interest or replacement value form, protects the inter- 
ests of both vendor and vendee until the vendor’s interest ceases. 

The chief difference between the two forms of installment 
sales policy lies in the fact that where the vendor’s interest only 
is insured, the insurer’s liability is limited to the amount of the 
unpaid installments. Under the dual interest form, however, the 
company may be required to pay the full cost of repairing or 
replacing the damaged property, after deduction for deprecia- 
tion. Under the insured’s interest form, the premium decreases 
with every installment paid on the purchase price, while under 
the dual interest form, the premiums are paid on the full value 
of the property during the life of the policy. 


Dua INTEREST Form.—The dual interest form of instali- 
ment policy insures articles sold, rented, or leased. The install- 
ment sales policy is usually attached as a rider to the inland 
transit form. 


CoveraGE.—The dual interest form covers the property 
against the following perils: 


1. While in transit on land against loss or damage caused by 
fire, lightning, cyclone, tornado, flood (meaning rising 
navigable waters), collision of the conveyance on which 
the goods or merchandise is being transported, derail- 
ment, overturning of trucks, collapse of bridges, or col- 
lapse and subsidence of depots, stations, landing sheds, 
and platforms, 
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2. While in transit and waterborne against loss or damage 
caused by stranding, sinking, burning or collision, includ- 
ing general average and salvage charges for which the 
insured is legally liable. 

3. While being conveyed to or from warerooms and to or from 
other buildings against loss or damage by breakage if 
amounting to a stipulated sum, but excluding all loss or 
damage due to scratching, marring, chipping, denting, 
bending, spotting, or discoloring. 

4. While in buildings or residences of customers against all 
direct loss or damage caused by fire or lightning. 


ExcLusions.—The company is not liable for; 

1. Losses occurring in retail stores and public or private ware- 
houses where merchandise is kept in storage or exhibi- 
tion sale. 

2. Damage caused by strikes, riots, civil commotion, war 
hazards, illicit or prohibited trade, contraband, and con- 
fiscation by order of any government or public authority. 

3. Breakage of glass or other similar fragile property unless 
caused by an insured peril while in transit or on land ex- 
cept collapse of structure or by an insured peril while in 
transit and waterborne for insured perils. 

4, Losses incurred as a result of failure on the part of the 
insured to exercise reasonable precautions during and 
after the disaster. 


OTHER INsURANCE.—If the property is covered by other 
insurance which would attach if the floater had not been issued, 
the installment floater serves as excess insurance. This cover- 
age is further limited to the extent of the insured’s interest in 
the damaged property and to the amount stated in the policy. 

Insurance covering ordinary household furniture purchased 
by the insured’s customer is not considered specific insurance 
within the meaning of the installment policy. 


Limit oF LiApitiry.—The company assumes liability for a 
specific amount in any one customer’s premises or in any one 
casualty. When a part is lost or damaged, liability is limited to 
the actual cost of repairing or replacing the part. 
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The property is valued at the manufactured or wholesale 
cost plus delivery charges. For property sold or leased on terms 
by which the merchandise becomes the property of the lessee, 
the company liability is limited to the selling price or full 
rental value of the merchandise to purchasers. 


Duties oF INsuRED.—The insured must agree to keep ac- 
curate records of all installment contracts insured under the 
policy open for the inspection of representatives of the com- 
pany during business hours. On a stated date of each month 
he must pay the premium based on the report for the preceding 
month. 

He must report the total sales value of all property outstand- 
ing and not fully paid for as of the last day of the month. The 
policy may be voided if the insured fails to pay any premium 
on its due date. 


Neon Sign Form.—When attached to the schedule property 
floater, the electric sign form provides protection for electric 
signs, such as neon and similar tube advertising signs. Each 
sign covered must be listed in a schedule showing type, letter- 
ing and actual value. 

This endorsement covers all risks, except those mentioned 
specifically below, occurring within continental United States 
and Canada. 


Exciusions.—The following hazards are excluded from 
coverage: 


1. Breakage during installation or dismantling. 

2. Breakage during transportation unless caused by fire, light- 
ning, collision, or overturning of vehicles. 

3. Short circuit or other electrical disturbances, exclusive of 
lightning. If fire ensues, however, the company is liable 
only for the loss caused by fire. 

4. Losses caused by strikes, war hazards, inherent vices, de- 
fects, and neglect of the insured. 


Limit oF Liazitiry.—The company’s liability is limited to 
a specific amount on signs described in the schedule. This lia- 
bility is determined by the actual cash value of the insured 
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property at the time of loss. The policy may also be subject to 
a deductible clause. 


Horse and Wagon Floater.—Attached to the schedule prop- 
erty floater, the horse and wagon form is designed to cover 
horses, mules, horse and mule drawn vehicles, harness, saddlery, 
liveries, blankets and equipment and other live stock. Insurance 
is limited to a specified value and to losses occurring within the 
limits of the continental United States and Canada. Geograph- 
ical coverage, however, may be extended by endorsement. 


CovERAGE.—The policy covers the loss of horses and mules 
against death and destruction only and damages to vehicles and 
equipment caused directly by insured perils. 

The following perils are covered by the horse and wagon 
floater : 


1. Fire and lightning. 

2. Collision, derailment and overturning of rail or motor ve- 
hicles. It should be noted that the coming together of 
railroad cars during coupling operations is not deemed 
a collision. 

3. Rising of navigable waters and collapse of bridges (for 
vehicles and equipment). 

4, Stranding, sinking, burning or collision of ferries, includ- 
ing general average and salvage charges. 


Exctusions.—As in other inland marine floaters, the horse 
and wagon floater excludes losses resulting from civil commo- 
tion, strikes, lockouts, riots, labor disturbances, war hazards, 
illicit or prohibited trade, and confiscation by order of any gov- 
ernment or public authority. 


Contractor’s Equipment Floater.—When attached to the 
schedule property floater, the contractor’s equipment floater cov- 
ers the equipment of contractors within specified territorial lim- 
its. The property and equipment thereon must be described in 
the schedule accompanying the policy. 


CovEeraGE.—The policy covers contractor’s property while in 
transit on land conveyances against the following perils: 
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1. Fire and lightning. 

2. Cyclone, tornado and flood. 

3. Collapse of highway bridges. 

4. Collision, derailment or overturning of transporting con- 
veyances. 


Property while elsewhere on land is covered against risks of 
fire, lightning, cyclone, tornado, and flood. 

The contractor’s equipment floater includes an electrical 
equipment clause excluding damages to dynamos, exciters, 
lamps, switches, motors and other electrical devices by reason 
of electrical currents or lightning. When fire ensues, however, 
the company is liable for the loss resulting directly from fire. 


Bridge Policies.—Bridges are considered subjects for in- 
land marine insurance because they are an aid to transportation. 
Three forms are available to cover modern concrete and steel 
bridges: bridge builder’s risk, bridge property damage, and 
bridge use and occupancy policy. 


Bridge Builder’s Risk Form.—Under the builder’s risk 
form, coverage continues during the process of erection until 
the bridge is completed and accepted by the owners or until 
the policy terminates, whichever is sooner. 

The form in common use insures against direct loss or dam- 
age caused by fire, lightning, floods, rising waters, ice, col- 
lision, explosion, strikes, riots, civil commotions, malicious 
damage, tornado, windstorm and earthquake. Under collisions, 
it should be noted that collision with construction equipment is 
not covered. 

In the case of loss or damage, there is a specified maximum 
limit of liability to the bridge and the approaches while in the 
course of construction, including foundations, additions, attach- 
ments, and all fixtures belonging to and constituting a part of 
the insured bridge, including temporary trestles and all con- 
struction materials while situated at a location specified in the 
schedule. 


ExcLusions.—The following hazards are excluded from 
coverage: 
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1. Loss or damage arising from war, hostilities and illicit trade. 

2. Loss during suspension of construction by ordinances, law, 
or governmental order. 

3. Loss occasioned by suspension, lapse, termination or can- 
cellation of any license, lease or permit or by an injunc- 
tion or process of a court. 

It should be noted that suspensions of construction 
caused directly by insured perils are not excluded. 

4. Loss of use or occupancy under any circumstances. 


Limit oF Liasititry.—The company’s liability is limited to 
that percentage of the actual loss sustained, which the last re- 
ported values of the insured property bears to the actual value 
of the covered property. On each loss limit, the company’s lia- 
bility is its due proportion of the loss less a specified per cent of 
the total amount at risk. In the event of total loss, however, no 
percentage deduction is made. 


MACHINERY CLAUSE.—Like the inland transit form, the 
bridge builder’s risk form contains the machinery clause which 
limits liability on a machine consisting of several parts. In event 
of partial loss, the company is liable only for the insured value 
of the damaged part. 


FORFEITURE CLAUSE.—The bridge builder’s risk form pro- 
vides that the policy shall be void under the following condi- 
tions, unless otherwise provided by written agreement: 


1. If the interest of the insured be other than what is specified 
in the policy. 

2. If, with the knowledge of the insured, foreclosure pro- 
ceedings are commenced or notice is given of sale of 
any insured property, by reason of any mortgage or 
trust deed, 

3. If any change occurs in the interest, title or possession of 
the subject of insurance. 

4, If the policy is assigned or transferred. 

5. If the insured goes into bankruptcy or receivership. 


Bridge Property Damage Form.—The bridge property 
damage form covers a specific bridge at a specified location. 
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The company agrees that, at the time the policy is written, the 
insured property is deemed of sound construction. The pro- 
visions of the policy are similar to the previous form and in- 
clude loss due to collapse. 

Under the policy, there can be neither abandonment of the 
property to the company nor constructive loss. 


Bridge Use and Occupancy Form.—Use and occupancy 
insurance is provided against financial losses which may result 
from inability to operate a bridge due to perils as described in 
the bridge builder’s risk form. 


CovERAGE.—This form covers the use and occupancy of 
bridges and approaches when the perils mentioned in the bridge 
property damage policy are the direct cause of total or partial 
suspension of use for not less than seven days. The company’s 
liability is limited to the actual loss sustained of the normal in- 
come from tolls and other operating sources, less such mainte- 
nance and operating charges and expenses as do not necessarily 
continue during the period of suspension of use. 

Each accident constitutes a separate claim. Seven days of 
total or partial suspension of use are deductible from the num- 
ber of days of suspension on which a claim may be based. 

The company’s liability under any claim terminates at the 
time when the bridge could with reasonable diligence and dis- 
patch be restored to use. It should be noted that the expiration 
date of the policy does not terminate insurance during the 
period of suspension. 

The company agrees that the insured property is of sound 
construction at the time the policy is written. 


ExcLusions.—Suspensions caused by the following perils 
are not covered by the bridge use and occupancy form. 


1, Any ordinance, law, and governmental or municipal order 
prohibiting or regulating the construction or repair of 
insured property. 

2. Suspension, lapse, cancellation and refusal of or delay in 
granting a license, lease or permit, by reason of an in- 
junction or court process. 
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3. Failure of the insured to maintain the insured property in 
a thorough state of repair. 
4. War risks as excluded in the other bridge policies. 


If the suspension period is extended by any of these perils, 
the company is not liable for the increase. Furthermore, the 
policy becomes void for change of interest under conditions 
similar to those enumerated in the bridge builder’s risk form. 

The use and occupancy clauses in the fire insurance policy 
and the bridge use and occupancy form are similar with respect 
to partial liability, resumption of operation, and use of surplus 
machinery. 


CHAT ahs 
ACCIDENT AND HEALTH INSURANCE 


Purpose.—Life insurance protects a man’s dependents after 
his death, but the suffering and financial hardship resulting 
from his inability to earn a living may be greater than those 
after his death. Medical expenses are frequently high and 
the incapacitated person is often an additional drain upon the 
resources of the family. Losses owing to accidents and disease 
have reached such proportions as to create a major problem 
to be solved by community effort. Accident and health insur- 
ance policies usually written on a yearly basis and less fre- 
quently for shorter periods, are provided to meet this need. 


Benefit Provisions.—While no complete uniformity exists 
in the benefit provisions of policies offered by various com- 
panies, certain uniform classifications are employed for rate- 
making purposes. Furthermore, certain standard provisions 
must, in compliance with law, appear in these policies. 

Accident policies may contain benefit sections indemnifying 
the insured for loss of life and of specific parts of the body, 
such as a hand; for partial and total disability; and for sun- 
stroke and other illnesses which the policy defines as accidents. 
Other benefit sections may provide for the payment of a spe- 
cific indemnity at the option of the insured regardless of the 
length of the disability period. To meet other needs, various 
policies provided medical and surgical benefits, hospital and 
nurse indemnity. The policies may also provide double indem- 
nity benefits for certain accidents such as injury in an elevator 
and indemnity for aircraft accidents. 

Health policy benefits may include indemnity for loss of 
time, and hospital, nurse, and surgical fees. 

Inasmuch as companies do not offer similar policies, the 
following important forms of several companies have been se- 
lected for discussion: 
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1. Accident coverage. 

. Accident coverage plus reimbursement for medical, sur- 
gical, nurse, and hospital costs. 

. Accidental death and dismemberment. 

. Health coverage—non-confinement form. 

. Health coverage—confinement form. 

. Hospitalization policy. 
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Accident Coverage 


Provisions of Accident Form.—The accident form provides 
indemnity for loss of life, limbs, sight, speech, hearing or time 
resulting from accidental bodily injury, fatal or non-fatal, as 
specified in the following schedules. 


SCHEDULE I.—Speciric Loss INpEmnity.—If the injury 
continuously and totally disables the insured at any time within 
two weeks from the accident, the company will pay the sum 
stipulated in the policy for the specific loss provided the loss 
occurs within two hundred weeks from date of accident. Alter- 
natively, the company is liable for the specific amount, when the 
injury, irrespective of total disability, directly results in the 
specific loss within six months from the time of the accident. 

In the event of any of the following specific losses, the prin- 
cipal sum named in the policy may be received: 


L20ss Of lite. 

. Both hands by actual separation at or above the wrists. 

. Both feet by actual separation at or above the ankle joints. 

. One hand and one foot by actual separation at or above 

wrist and ankle joints. 

5. Entire sight of both eyes if irrecoverably lost. 

6. Entire sight of one eye, if irrecoverably lost and one hand 
at or above the wrist by severance. 

7. Entire sight of one eye, if irrecoverably lost, and one foot 
at or above the ankle joint by severance. 

8. Speech and hearing, if entire and irrecoverable. 
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The extent of the company’s liability is determined by the 
seriousness of the loss. Two-thirds of the principal sum is re- 
coverable for separation of one leg from the knee joint or of 
one arm from the elbow joint. For the actual separation of one 
hand from the wrist joint or one foot from the ankle joint, 
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however, the liability is reduced to one-half of the principal 
sum. The same indemnity holds for the complete and perma- 
nent loss of speech or hearing. 

When the insured irrevocably loses the entire sight of one 
eye, the company’s liability is limited to one-third of the prin- 
cipal sum. The company will pay only one-sixth of the principal 
sum, however, for permanently stiff or rigid elbow and knee 
joints. The same percentage of loss applies for separation of 
thumb and index finger at or above the metacarp-phalangial 
joints. In event of a permanently stiff elbow or knee joint, only 
one-twelfth the principal sum will be paid. In addition, the 
company will pay the weekly indemnity as provided in Sched- 
ule II between the date of the accident and the date of the loss. 
Not more than one of the amounts (the greater) named under 
specific losses is payable for injuries resulting from one loss. 

In the event of loss of both hands or of both feet or the 
sight of both eyes as described above, if the insured elects in 
writing, the company will pay in lieu of the specific indemnity 
the weekly indemnity as long as the insured is alive. 


Specific and Permanent Losses Clause. No payment is made 
for more than one loss under Schedule I. Any payment under 
Schedule I terminates the policy, which must be surrendered. 


SCHEDULE IJ—Torat or PartiaL DisaBitiry.—When in- 
juries cause wholly and continuous total disability beginning 
within two weeks from the date of the accident, the company 
will pay the insured a specified weekly accident indemnity. This 
payment continues as long as the insured is unable to perform 
any of the duties pertaining to his occupation. 

If under the same circumstances, the insured is prevented 
from performing one or more material duties of his occupa- 
tion, he is entitled to one-half the specified weekly indemnity. 
This payment is made weekly during his partial incapacity for 
a period not exceeding 52 consecutive weeks. 


SCHEDULE IJI—Sunstrokr, FREEzING, HypropHostia, 
ASPHYXIATION, AND Btioop Potsoninc.—Losses resulting 
from sunstroke, freezing, hydrophobia, and asphyxiation are 
covered by this policy. 
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The policy provides that the risks mentioned in this sched- 
ule are covered by the policy as accidents when due solely to the 
causes enumerated in this schedule. Injury due to blood poi- 
soning is also covered. 


SCHEDULE IV—OprTionaL INDEMNITIES.—For injuries 
listed in Schedule IV, the insured may take the amount listed 
in this schedule in lieu of all other indemnity except as pro- 
vided in Schedule VII. Only one such indemnity is payable for 
any one accident. The insured must indicate his choice of this 
mode of settlement in writing within 20 days from the date of 
the accident. 

The amounts specified in the following schedule are based 
on a weekly indemnity of $25. For weekly indemnities of more 
or less than $25, payments vary proportionately. 


For Loss oF: 


Oncor Mores ntiresbingersenne sane cater $150 
Oneiors More Entire sl OSH 4. ccsrceieitcl cistete sree cineca 200 
For COMPLETE DISLOCATION OF: 
Shot dermamerrseir tire ene eeeia an ae rere ein rete cca tite 100 
Elbow trae crenata sets eae e tunic attrion stern treats 100 
Wicistcpcesrarst coaaterel acoso eal aus owrard aban gtais slr e diviegestaases 125 
LE Opes ites ersaceey ce eer eee mee orc eta ence Ree 300 
LES SVETES Ave y SAri eo fe ung RRR a ae oe ere a 150 
Two or More Bones of the Foot (not toes)............ 150 
SE WorOrelVlOTe wLGeS wows ht. a eelematoue ie eyo wis as spell coh olov'sovsons 50 
Mw OLOelWlOLre Ein ersn apts tak csc poles eisivis pes e ete reins 50 
Ni le renee yee is MSC ES eaieeic nes seme Sees eae oar 150 
For COMPLETE FRACTURE OF: 
Sicullhs Bothplaloless cre caeee sas seas ten ac gia oo ven, epee oedoners ners 325 
EO WEI aw rarirectotererNeacu ctstereustecatcis.avelonerscveier siete acs miler ator 80 
Collars on eaeeeet seaicdt tee laste tre cin sastet to arerstae wlorverns 160 
IONMISS Srhinchenie oo Die ceae Camere rec rsC PaO Ta cr Re 250 
AM aibed viv. ctcua a tea Siat ose tees CN IE AERA Dy ee era Soa ODE ea 300 
eon(Cibiaancdsibula)) waaase screen nore <td cieise eo isrcee « 200 
Mesr(OneIWONe) sername ieee iais clara tae ote 100 
Ke Gea al py renee tree tthe oe Laas teeta ena eaie eee BE a 200 
Arm, between Elbow and Wrist (both bones).......... 160 
Arm, between the Elbow and Wrist (one bone)........ 100 
Arm, between Elbow and Shoulder..................- 160 
ARG Ore IMIR RUNS, oa oe bo miioe OG Hen Aooene nb Ooo 100 
Foot (two or more bones—not toes). ..........2+-000- 125 
Hand (two or more bones—not fingers).............-. 125 
ARNVHON GC IMO Wess con on oemcoruc ein] Cb Od Da ROcnoOeue 100 
i wWOnOteN LOGE EMO CLO mnmndrmeiorstattcr gt ates keielaver suexalegecal sci 100 


Scapular; (shouldemplade) merry. cmis aie screens see «os 160 
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SCHEDULE V—DousLeE INDEMNITY.—The amount pay- 
able under Schedules I, II, and IV are doubled when the injury 
is sustained by the insured under the following circumstances : 


1. As passenger in a public conveyance provided by a com- 
mon carrier for passenger service, including the time of 
boarding and alighting on platforms, steps, or running 
boards. 

2. As a passenger on elevators except those in mines. 

3. Destruction by fire of a building, except when the insured 
is in the structure as a fireman on duty. 

4. Lightning, cyclone, or tornado. 

. Explosion of steam boiler. 

6. Collapse of the walls of a building while the insured is in 
the structure. 


On 


ScHEDULE VI—Non-Disasiine I[nyurieEs.—Ilf an injury 
requires immediate medical or surgical attention, but does not 
disable the insured or entitle him to any other benefit, the com- 
pany will reimburse him for the cost of necessary medical or 
surgical service. This reimbursement, however, cannot exceed 
the single weekly accident indemnity for one week. Further- 
more, the attending physician’s or surgeon’s receipt must be 
filed with the company within 90 days from the date of the 
injury. 

SCHEDULE VII—SurcicaL Operations.—If an injury re- 
quires any surgical operation listed in this schedule within 90 
days from the time of the accident, the insured is entitled to 
receive a sum specified for the operation. This payment is 
added to any other indemnity provided in the policy. 

Only one operation indemnity is payable as the result of any 
one cause of disability. No reimbursement, however, is made 
for operations necessitated by disease or bodily condition con- 
tracted or existing prior to the issuance of the policy. 

The amounts specified in the following schedule are based 
on a weekly indemnity of $25 and hence payments are increased 
or reduced proportionately as the weekly indemnity varies from 


Sao: 
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AMPUTATION OF: 


MOOteg LANG Ors MOreaninrrr sey caciae cree ty core ei8 ota eee $ 25 
eta tgOE ADOVETISNEC MA a7 fryek One Soa teres es 50 
ALINE DOVER DO Wart ey ten ene eye aie ets AE ee ieee nn 50 
(UhichwinvolvingsElipy| Ota eeer ree er nee 100 
Onevors Mores ntinesminoers ay Heer eerie 10 
One om MoresEntire shoes saanaeinae Leen eee 10 
REDUCTION OF DISLOCATION OF: 
Witistiorulie wera awirdtcrcmera hhirrtchanisianks ore naan 15 
Shoulder, Elbow, Hip, Knee, or Ankle................ 25 
ingens One:OnsNlOne wee eee Soe ee tere esi eel 10 
EXCISION OF: 
Shouldenship» or Knee Jointha..sss)ss. pene eee ee 100 
Elbows, sWiristoneAniclem onto acs uts ches rieie tae ola 50 
1 DAE Fong cen See cue’ 6 oo CERO SEITEN Me eee ONT ons Coe Mee 50 
REDUCTION OF FRACTURE OF: 
Lower Jaw, Collar Bone, or Shoulder Blade........... 25 
IBTeasty BONCLOLNOSELE-ae ea aerate Ge heal Acenints ae Oe 10 
Rib goralu bs Mepmat ee, cae knee is ry eel sume ne cee Ea 2 ee 10 
Ri brOreN bsp KESECUIOM) yep tes eintor- xatnat race oerareiocre acer 50 
WiPPeEeAT Min erties wa wean 2 er nee ate ens sees ee BS 
Morea © nevOts OlnabOnestemny seiiqe ts ct enetci ena 25 
Witisteorsl iam cle scyat sn sons enstaes eee eau el ccke eet 15 
One orn Wore Hin cerser ce aaa Cree a seias maeent ue ee 10 
AnveOtethey bones Olmeclvis Om SACI merase eels vers 50 
GOCey Kaiten yas inte a eis site ieas DOC eile pita te ate 10 
Uhiohtin esate ee eneae Pons oe Cie sate i aie pia 75 
Knee Capi (@peni@ peration)) saan atest eee ie 50 
Kreei@ap (Rixation) aa. ten losis steric eles Gis eave 25 
One Pee rBonek cere enw ee rcs sa le pas agit a ataTS oes 25 
Bothuliege onesinn.. se ae oa cee ees arnsieuelteieeotales ors ote 50 
‘woxor lore Bonessot Hoot, wNoteloestiacnm emcees 15 
Onerors Motes OCSigs cern ccsin se oteaens Seah oe as isa Sac eat 10 
Laparotomy (opening of the abdominal cavity for an 
operation on any organ contained therein)........... 100 


INCISION FOR: 
Synovitis (inflammation of the lining membrane of a 


SP OUTLE) Mee eons ete ch cto tee STancasst ere icoove te, Pats fo chee) oats 25 
Ey drophobiay shastelre bea tiMmenitemme tats trey etic ecne: 50 
Gunshot Wounds (not necessitating amputation or 

LA DALOLOMMys) Meter taemir te ere tts © sess arece sree ucts es ois) 6 25 
Skalislrephininestormitractiiresssnrelemce eo siete tis ako 100 
Suturing Wounds........ PUSR ALN otek Ges shader ene <eneraver suene eieie > 


ScHEDULE VIII—Hospritat Expenses.—lIf an injury for 
which the insured is entitled to weekly indemnity necessitates 
hospitalization within 90 days from commencement of disabil- 
ity, the company will pay hospital expenses weekly in addition 
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to other benefits. The amount of each payment cannot exceed 
the amount payable under the policy as a single weekly indem- 
nity. Payments continue weekly while the insured is confined in 
the hospital for a period not exceeding 15 consecutive weeks. 


ScHEDULE I[X—GrapDUATE Nurse FEeEs.—An injury for 
which the insured is entitled to weekly indemnity for total dis- 
ability may require the care of a graduate nurse. If within 90 
days from the commencement of disability, the insured is at- 
tended by a graduate nurse and no claim is made for hospital 
expenses, the company will reimburse him for the amount thus 
expended. This indemnity is limited to an amount not in excess 
of the single weekly indemnity per week over a period of not 
more than 15 consecutive weeks. 


SCHEDULE X—AtIR PASSENGER INJURIES.—The company 
will pay a single indemnity for any specified loss resulting from 
injuries which the insured sustains as a fare-paying passenger 
in a licensed aircraft. The aircraft must be provided by an in- 
corporated common carrier for passenger service and operated 
on a published schedule by a licensed transport pilot between two 
definitely established airports. 


SCHEDULE XI—IDENTIFICATION INDEMNITY.—The insured 
may sustain injuries which render him physically unable to 
communicate with friends and relatives. Upon receipt of a tele- 
gram or other message giving the policy number, the company 
will immediately transmit any information concerning him to 
friends and relatives. It will also pay, in addition to other in- 
demnity, all expenses, not exceeding $100, necessary to place 
the insured in the care of those interested in his recovery. 


Exclusions.—The policy does not cover accidental bodily 
injury caused or contributed to directly or indirectly by acts of 
war, sickness, disease, ptomaines, or bacterial infections. This 
exclusion does not apply to pyogenic infections which occur 
through an accidental cut or wound. 

No coverage is provided for disappearances and for losses 
from any acts which would be deemed intentional if committed 
by the insured while in possession of all mental faculties. Fur- 


ACCIDENT AND HEALTH INSURANCE 255 


thermore, accidents on aerial devices and conveyances are not 
covered except as provided in Schedule X. 


Application as Part of Contract——The copy of the appli- 
cation endorsed on the policy is made a part of the policy con- 
tract. No provision of the charter, constitution, or by-laws of 
the company not included in the policy can void the policy or 
be used in evidence in any legal proceedings under the policy. 


Standard Provisions Required by Law.—Certain standard 
provisions which the law requires are made part of each acci- 
dent policy. These provisions, which are subject to some varia- 
tions permitted by statute, may be summarized as follows: 


CHANGE OF OccupaTIon.—If injury occurs after the in- 
sured has changed his employment to a more hazardous occu- 
pation, the company will pay only that portion of the indemnity 
which the premium paid would have purchased at the rate for 
the more hazardous occupation. The rule does not apply if the 
injury is sustained while the insured is engaged in recreation 
or in ordinary duties around his residence. 

The premium rates and risk classification mentioned in the 
policy signify those last filed with the state official supervising 
insurance, in those states requiring such filing. If, however, 
filing is not required in the state in which the insured resides, 
then the company’s rates and risk classification last made effec- 
tive by it in that state will determine the company’s liability. 


ALTERATION OF PoLicy.—Statements of the applicant not 
included in the policy cannot void the policy or be used in any 
legal proceedings under the policy. 

Furthermore, agents have no authority to waive any provi- 
sions or alter the policy in any way. Changes are valid only 
when approved by an executive officer of the company and 
endorsed on the policy. 


REINSTATEMENT oF Poticy.—lIf default is made in the 
payment of the agreed premium for the policy, the subsequent 
acceptance of a premium by the company or by any of its duly 
authorized agents reinstates the policy, but only to cover loss 
resulting from accidental injury thereafter sustained. 


256 INSURANCE 


Time or Norice or CLaIm.—Written notice of injuries on 
which claims may be based must be given to the company 
within 20 days after the date of the accident. Notice of acci- 
dental death, however, must be given immediately. 


SuFFICIENCY oF Nortice.—Any notice given by or on be- 
half of the insured or his beneficiary with particulars sufficient 
to identify the insured is deemed to be notice to the company. 
It may be presented at the designated office of the company 
or to any authorized agent. 

Failure to give notice within the time provided does not 
invalidate any claim if it can be shown that notice was given 
as soon as was reasonably possible. 


Form For Proor or Loss.—Upon receiving notice of loss, 
the company must provide the claimant with a special form for 
policy proof of loss. If this form is not furnished within 15 
days after notice, the claimant is deemed to have complied with 
the filing requirement upon submitting written proof covering 
the occurrence, character and extent of the loss. This written 
statement is subject to the time limit fixed in the policy for 
filing proof of loss. 


TIME FOR FILiInG Proor or Loss.—In case of claim for 
loss of time from disability, affirmative proof of loss must be 
furnished to the company at its designated office within ninety 
days after the termination of the period for which the company 
is liable. Claims for other losses require filing within 90 days 
after the date of loss. 

MepicaL EXAMINATIONS.—The company must be granted 
the right and opportunity to examine the person of the insured 
as frequently as it may reasonably require during the pendency 
of claim under the policy. Furthermore, when permitted by 
law, it may make an autopsy in case of death. 


Time oF Suit.—No action at law or in equity may be 
brought to recover on the policy prior to the expiration of 60 
days after proof of loss has been filed in accordance with the 
requirements of the policy. Furthermore, action must be 
brought within two years from expiration of the time within 
which proof of loss is required by the policy. 
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LIMITATIONS CONTROLLED By STATUTE.—Any time limita- 
tion of the policy with respect to notice of claim or proof of loss 
must not be less than the minimum period prescribed by the 
laws of the states in which the insured resides. When the pol- 
icy specifies shorter limits, they are automatically extended to 
the minimum legal limits. 


CANCELLATION.—When the insured changes to a less haz- 
ardous occupation, the insured may surrender the policy by a 
written request for cancellation. The company must then re- 
turn the unearned premium. 


Optional Provisions.—In addition to legally required pro- 
visions, the accident policy may include certain optional provi- 
sions relative to reduction of indemnity and premium, age lim- 
its, other insurance and cancellation. 


REDUCTION OF INDEMNITY AND PremiumM.—TIf the insured 
carries other insurance covering the same loss without giving 
written notice to the company, the latter is liable only for that 
portion of the stated indemnity as that indemnity bears to the 
aggregate indemnity in all policies covering the loss. The com- 
pany must also return the excess premium paid over the amount 
required for the reduced indemnity. 

Upon the settlement of a claim, any premium that is due 
and unpaid or covered by any note or written order may be 
deducted from the proceeds. 


OTHER INSURANCE WITH SAME Company.—An optional 
standard provision relative to other insurance with the same 
company may be included in one of three forms. In the blank 
spaces of one of the three following clauses, the insurer must 
insert the maximum limit of indemnity prescribed by the com- 
pany’s classification of risks and filed as required by law: 


If a like policy or policies, previously issued by the insurer to the 
insured be in force concurrently herewith, making the aggregate in- 
demnity in excess of $... the excess insurance is void and all premiums 
paid for such excess will be returned to the insured. 

If a like policy or policies, previously issued by the insurer to the 
insured be in force concurrently herewith, making the aggregate in- 
demnity for loss of time on account of disability in excess of $... 
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weekly, the excess insurance will be void and all premiums paid for such 
excess will be returned to the insured. 

If a like policy or policies, previously issued by the company to the 
insured be in force concurrently herewith, making the aggregate in- 
demnity for loss other than that of the time on account of disability in 
excess of $... or the aggregate indemnity for loss of time on account 
of disability in excess of $... weekly, the excess of either kind shall be 
void and all premiums paid for such excess will be returned to the 
insured, 


AcE Limits.—The policy may include an optional standard 
provision regarding age limits which may be any number of 
years the company may elect. These age limits must be indi- 
cated in the blank spaces of the following clause: 


The insurance under this policy does not cover any person under the 
age of ... years nor over the age of ... years. Any premium paid to 
the insurer for any period not covered by this policy will be returned 
upon request. 


CANCELLATION.—The company may cancel the policy at any 
time by written notice delivered to the insured or mailed to his 
last known address as shown in the company’s records. Cash 
or a check for the unearned portion of paid premiums must ac- 
company the cancellation notice. Claims originating prior to 
cancellation, however, are in no case prejudiced. 


Accident Plus Reimbursement Coverage.—The accident 
policy just described provides for limited indemnity for med- 
ical, surgical, hospital, and nurse fees. Another policy may be 
obtained, similar in form but containing a liberal reimburse- 
ment provision. This special section in effect seems to make a 
more liberal refund of expenses incurred for physician, nurse, 
hospitalization, and surgical operations. 


INDEMNITY Provision.—Coverage is provided when an in- 
jury requires medical or surgical treatment, hospital confine- 
ment, or the employment of a trained nurse, within a period of 
180 days from the date of accident. Under these circumstances, 
the company will pay, in addition to other indemnities due the 
insured, the actual expense involved. This liability, however, 
cannot exceed a limit of $1,000 when the single weekly indem- 
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nity of the policy is $50. For weekly indemnities greater or 
less than $50, the limit of reimbursement is varied proportion- 
ately. In no case, however, is payment made under this section 
for expenses incurred on account of hernia. 


Accident, Death and Dismemberment.—In contrast to a 
policy providing for specific benefits and weekly indemnities, 
a limited policy is available providing indemnites only for death 
and dismemberment. Like the first accident policy discussed, 
the accident, death, and dismemberment form affords the prin- 
cipal sum, in whole or part, for specific losses. 


Health Insurance 


Health insurance is generally written in connection with ac- 
cident policies. It is thus possible to obtain one policy pro- 
viding both accident and health indemnities. Health policies 
are available in the non-confinement and confinement forms. 


Health Non-confinement Policy.—The insured is entitled 
under the non-confinement policy to a weekly sickness indemnity 
of a specified sum for a stipulated period of time. The policy- 
holder is thus indemnified against disability resulting directly 
from illness contracted during the term of the policy. The 
amounts of the various indemnities are stated in five separate 
schedules. 


ScHEDULE I—Loss or Time FRom TotaL DISsABILITY.— 
If any sickness covered by the health policy prevents the insured 
from doing any work in his occupation, the company will pay 
him the weekly sickness indemnity specified in the policy. Pay- 
ments begin after the first 14 days of disability and continue 
during disability for a period not exceeding 52 consecutive 
weeks. 


ScHEDULE IJ—Speciric Lossres.—Schedule ITI applies when 
specific losses are sustained as a result of sickness during the 
period of disability covered by Schedule I. If the insured sur- 
vives the period of 52 consecutive weeks and it is subsequently 
established by competent medical authority that the specific loss 
is permanent and total, the company agrees to pay the largest 
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indemnity specified in the following schedule for any one of the 
specific losses: 


Specrric Loss SCHEDULE 


Sightioh Both By esemen err tiers kettensierekere hemor ietetenats 100 Weeks 
Wserof Bothehéet andvllandsaec.. we ance reais 100 Weeks 
Wserot Both Handss*..coe acct ac re one cee: 100 Weeks 
Use of Both Feet........ Edie sii RRR AT OR Tee 60 Weeks 
WeeroftOnesHootrand) Omesbiancsmuerirete reenter 60 Weeks 
Use,of One: F ott cn sarc scrcus cen Oreterce eens asierela ater ses 50 Weeks 
Usevof Right Hand: Wate. acs clcs ss otsrenaee ota cenrseyenecets 50 Weeks 
Sightrot ‘Onevk yew .5 ne cisc steerer kere syolevelae aret eat 50 Weeks 
Speechpor Hearine ots Both Hats merirriiiasser 30 Weeks 
UWserofelbett Handi, sen ectemece sete nie: Cretan ser marciecns 25 Weeks 


To receive benefits under this schedule, the insured must so 
elect in writing within 30 days from the date the total and irrev- 
ocable character of the loss is established. 


ScHEDULE III—Hospira.izatTion.—This schedule applies 
when the insured must be removed to a hospital within three 
months from the commencement of an illness covered only by 
the weekly indemnity provision of Schedule I. In the event 
that no claim is made for nurses’ fees, the company will pay 
the insured one-half of the weekly indemnity specified in the 
policy during confinement for a period not exceeding 20 weeks. 
This payment is in addition to the weekly indemnity payable 
for his illness. 


SCHEDULE IV—Nourses’ Fees.—I{ within three months 
from the commencement of illness, the services of a graduate 
nurse are required, the company will pay for the nurse’s services 
for a period not exceeding 20 weeks. This indemnity is in addi- 
tion to the weekly indemnity specified in the policy and in no 
case can exceed 50% of the latter. Furthermore, this indem- 
nity is not allowed if a claim is made for hospital expenses. 


SCHEDULE V—SurRGICAL OPERATION FEEs.—If within 90 
days from the beginning of illness, a surgical operation is re- 
quired, the company will pay a scheduled sum for the operation 
in addition to sickness benefits. Payment is made only for the 
first operation resulting from any one sickness. Furthermore, 
the insured is not entitled to indemnity, if the operation is ne- 
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cessitated by a bodily condition which existed prior to the issu- 


ance of the policy. 


The amounts specified in the following schedule are based on 
a weekly indemnity of $50 and must be adjusted proportionately 


for weekly indemnities of greater or lesser amounts : 


SCHEDULE OF OPERATIONS 


Opening the Abdominal Cavity (Laparotomy) for: 
Appendicitis or Any Operation on Any Organ (tapping 
EXCIUICEC) cere eran ta eens Ae vn at aieaays ot ci eens 
ixationvoruNemovalloniwaidneye secret ny eens nee 
LappingiorAbdomenton Bladdetarn.seees. css sees fae « 


Rectal Operations: 
Excision or Ligation of Hemorrhoids (internal or external) 
Operation for Prolapsedi Rectum meme shri cee cern: 
Operationsor MistulacineAnow mane Seta ee te 
ExcisionsotsrectalubPoly pusemyeaascr semicon te eiek ierer 
Excision of, or Colostomy for Malignant Rectal Growth. 
Any Cutting Operation on Bladder (excluding tapping)... 
[ivationsOr Artery for eAneuUnISIniws want eionia oes este virion 
Wicationvor Lxcision) of Varicose: Veinsa-- ae. < 2 saeco © 
Acupressure, Litigation, or Excision for Varicocele....... 
Bronchotomy, Thyrotomy, Saryngotomy, Laryngo- 
sliracheotomiyaO lracheolcomymn wear aie aa ee tiene ae 
Eisophagovonnyey: cyan Boe eiewre bia oeee eenareGle ls Sletd segs oxo 
Incision of Abscess, Boil, Felon, or Carbuncle........... 
Minor Operation on Eye, Ear, Nose, or Throat.......... 
Removalliofeinerowin gw loes Nailin ars feats roe ae nee 
Incision and Curetting Cystic Tumor of Tendon Sheath... 
Incision or Excision of Hydrocele Sac, or Tapping Same... 
[Sp auiqoBON Oy last MMinNorsS pot op eoGe Sous OoeaeoeoOuS 
Extanpacionvom\lalignantednuimOnes saree rote erreere tr ere 
Sesquestrotomy (removal of dead bone)................. 
Seta rep hittin there cacvaiscsyaeerare evens aioe ot stave nope eRe ol ereraue 
@urettinomtor Bone UWicetrs aaa samt.stoie ct sete esses a roe 
Operatineaton\ascoidivisnnnmmers citar lar aete Seer on ciate cle 
Incision for Synovitis (inflammation of the lining membrane 
PSHM LONNIE) evens lore Oo Chars thet OEMS ACEC Ter EES eee RE Ce 
Any Cutting Operation for the Radical Cure of the Reduci- 
ble, Irreducible, or Strangulated Forms of Abdominal 
leriniamecrcrye cbeterets cisteiets eps’ ao sickelere sic wefeierrord sere tarine wll 


Health Confinement Policy.—The confinement 


50 


160 
policy is 


similar in its general provisions to the non-confinement policy, 
but carries additional provisions relative to confinement. If, as 
the direct result of disease, the insured is wholly and continu- 
ously incapacitated, confined to his house, and prevented from 


202 INSURANCE 


performing any duty pertaining to his occupation, the company 
will pay a specified weekly indemnity for the disability and con- 
finement. One-half of the weekly indemnity will be paid 1f the 
insured is not confined to his house. The limit in both cases is 
52 consecutive payments. 


EXxcLusIons.—The company is not liable for disability re- 
sulting from any disease for which the insured is not treated 
by a physician. Furthermore, the policy is subject to a waiting- 
period provision which excludes diseases, beginning within 14 
days from noon of the date of the policy. The confinement 
policies may be issued eliminating the waiting period, so that 
the indemnity provisions commence from the date of the policy. 


STANDARD Provistons.—Health policies must contain 
standard provisions similar to those required for accident polli- 
cies as well as several others. Written notice of sickness on 
which a claim may be based must be given to the company 
within 10 days from the starting date of disability. Further- 
more, if the insured fails to pay the required premiums, subse- 
quent acceptance of a premium reinstates the policy only for 
illnesses beginning more than 10 days after acceptance. 


OprTIonaL Provisions.—The optional provisions mentioned 
in connection with the accident policy may apply on forms pro- 
viding combined accident and health benefits. 


Hospitalization Policy.—The hospitalization policy attempts 
to meet hospital costs for individuals at a fixed annual rate. 

CovERAGE.—The policy covers against loss due to hospital 
residence (a) resulting from bodily injuries sustained while 
the policy is in force and effected solely through accidental 
means, (b) resulting from sickness beginning after the policy 
has been in force for not less than 30 days from its date and 
causing loss, commencing while the policy is in force. 

INDEMNITIES.—The policy provides for: 

(a) Hospital indemnity of $5 per day for the period the insured is 
a resident patient confined within an incorporated or licensed hospital, 
but not to exceed 30 days in any 12 consecutive months. However, 
hospitalization for maternity cases is restricted to 10 days, but only for 
those cases where the insurance has been in effect continuously upon 
the individual for not less than 10 months. 
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(b) X-ray indemnity of $5 for necessary X-ray examinations (ex- 
cluding X-ray of teeth) while confined as a resident patient in an 
incorporated or licensed hospital as the result of any one disability, in 
any 12 consecutive months. 

(c) Operating room indemnity of $10 limit for operating room 
‘charges, while confined as a resident patient in an incorporated or 
licensed hospital, in any 12 consecutive months. 

(d) Anaesthetic indemnity of $10 limit for anaesthetic, while con- 
fined as a resident patient in an incorporated or licensed hospital, in 
any 12 consecutive months. 


Exc.Lusions.—The policy does not cover: (a) diseases 
venereal in origin, hernia, pregnancy or miscarriage or any at- 
tempt at suicide or self-destruction while sane or insane; (b) 
hospital expenses for sickness or accident occurring outside the 
limits of the United States of America, or Canada, or while en- 
gaged in military or naval service; (c) when the immediate and 
contributing cause is due to either injury or disease which had 
its inception prior to the issuance of the policy, or caused by 
mental derangement of the insured, simple rest cure or for 
diagnostic work, which could be performed by the attending 
physician outside a hospital. 


Miscellaneous Policies 


Many companies issue policies designed to meet particular 
needs. One such type contains an increasing indemnity pro- 
vision: Commencing with the payment of the second month’s 
premium, each consecutive month immediately preceding date 
of accident the company will pay 1% in addition to accident 
benefit provided for in the policy subject to a limit of 50%. 

Other policies are issued with limited provisions to meet the 
needs of industrial workers. Still others are written designed 
to cover accidents arising from operation of an automobile. 


Automobile Accident Policy.—This policy covers the in- 
sured against accidents under the following circumstances: 

1. Cranking, demonstrating, riding in, or driving a private passen- 
ger automobile, which excludes vehicles carrying passengers for hire 
or transporting merchandise for business purposes. 

2. Riding as a fare-paying passenger in an automobile bus, stage, 
or taxicab operated by a licensed common carrier solely for the trans- 
portation of passengers. 
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3. Being struck or run over by a moving automobile while on a 
public highway. 

4. Burning or explosion of any automobile, whether privately owned 
or operated by a licensed common carrier. 

5. Injury resulting from contact with the attached parts of his own 
private passenger automobile while being repaired by the insured. 

6. Injury while changing a tire on the insured’s private passenger 
automobile. 


Premium Charge.—The premium for accident and health 
insurance is based on the occupational hazards of the applicant. 
All occupations are divided into grades, identified by name and 
number or symbol. Grades used by several companies are: 

A—executive, accountant ; B—outside salesman, factory supervisor ; 
C—automobile salesman (not repairing), golf professional; D—soda 
dispenser, carpet layer; E—automobile filling station attendant, elec- 
trician wiring building (inside work only) ; F—garage mechanic, tele- 
phone lineman; G—electrician wiring building (outside work), shoe 
factory laborer; H—house wrecker, steel riveter. 


The classification of risks takes into account: (1) extent of 
exposure to accidental injury; (2) nature of the work per- 
formed; (3) probable effect of injury on duration of disability. 


Underwriting Problems.—Policies are issued usually to 
persons engaged in remunerative occupations and steadily em- 
ployed. Persons who are not employed during the entire year, 
such as actors, farmers, and teachers, may present problems 
of malingering. Students, actors, and musicians (if insured) 
are frequently insured only against dismemberment or acciden- 
tal death, and the policy does not provide for weekly benefits. 


Non-cancellable Accident and Health Insurance.—The 
policies previously described are written for limited periods, as 
for example, one year. The insurance company has the right 
to cancel the policy or refuse to renew the policy. Therefore, if 
the insured is injured or disabled he may not be able to receive 
further benefits at the time when he needs such benefits. This 
may be avoided by the non-cancellable accident and health policy 
which is issued by some companies to carefully selected risks. 
The advantage of this policy form is that the insured knows 
when he purchases the non-cancellable accident and health 
policy that he will be protected against accident or health loss 
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occurring during the productive period of his life since the 
insured will be protected against accidents or illness prior to a 
stipulated age, for example, 60. In order to avoid payment of 
claims which last a short period of time, the policy may provide 
for a waiting period during which time the company is not 
liable. This waiting period varies and may be, for example, one 
month or longer. If injury or illness occurs during this period, 
the company will pay benefit for the remainder of his life sub- 
ject to the terms of the policy. Various policy forms are issued 
and, except for standard provisions required by law, are not 
uniform. For illustrative purposes, reference will be made to 
the policy of one company. Under this policy, the company is 
liable for bodily injuries caused by accidental means except 
suicide, while sane or insane, and for diseases subject to the 
following provisions: 


1. PrincrpaAL SumM.—tThe principal sum will be paid for 
the loss of life, both eyes, both hands, both feet, one hand and 
one foot; one-half the principal sum for either hand or either 
foot and one-third the principal sum for either eye. The loss of 
hand means severance at or above the wrist. Loss of foot 
means severance at or above the ankle bone, and loss of eye 
means total or irrecoverable loss of entire sight. The amount 
paid for such injury resulting from one accident is in lieu of all 
other indemnity and must occur within 13 weeks from the date 
of accident. 


2. DousLe INDEMNiITY.—The company wi!! pay double in- 
demnity for bodily injuries occurring while the insured is rid- 
ing as a fare-paying passenger within the enclosed part of any 
railway or street railway passenger car or bus operated on regu- 
lar schedule between the designated stations provided by com- 
mon carrier for passenger service only, caused by the wrecking 
of the conveyance, provided the injury continuously and wholly 
disables the insured (independently and exclusively of disease 
and all other causes) from the time of the accident and results 
in any of the above mentioned specific losses within 13 weeks. 


3. Montuty AccipENT INpEmNity.—If there is no spe- 
cific loss but the injury results in loss of time, the company 


266 INSURANCE 


will pay beginning after a stipulated waiting period a monthly 
indemnity as long as the insured lives and total loss of time 
continues. If the insured is unable to perform some of the im- 
portant duties he will be paid a portion of the monthly indem- 
nity for a period not exceeding six consecutive months. The 
monthly indemnity is reduced 10% when the insured is or be- 
comes 56 years of age with further reductions of an equal 
amount effective with each additional year of age to and in- 
cluding age 60. Double indemnity will be paid for travel acci- 
dents as explained above. 


4. MepicaL ATTENDANCE.—If the injury requires immedi- 
ate medical or surgical treatment by a physician and no other 
claim is made by the insured for the injuries, the company will 
reimburse the insured for the cost of the treatment subject to a 
stipulated amount. 


5. Septic InFEecTion.—If the injury results in septic in- 
fection or blood poisoning, the disability or losses following are 
deemed to be an accident and indemnity will be paid in full for 
loss of life, limb, sight, or time. 


6. Air TRAVEL CovEeraAcE.—The policy provides air travel 
coverage similar to the other accident policies previously de- 
scribed. 


7. ILLNESS INDEMNITY.—For total disability which results 
from disease, the cause of which originates more than 30 days 
after the effective date of the policy, the company will pay be- 
ginning after the stipulated waiting period a monthly indemnity 
as long as the insured lives and suffers total disability and total 
loss of time from accident or disease which confines the insured 
continuously within doors and requires regular visits therein 
by a legally qualified physician. If the insured is not confined 
within doors but requires regular medical attention, a partial 
monthly indemnity will be paid. The monthly indemnity is re- 
duced 10% when the insured is or becomes 56 years of age with 
further reductions of an equal amount effective with each addi- 
tional year of age to and including age 60. 
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8. HospiraL CoNFINEMENT.—If the insured is confined to 
a hospital as a result of bodily injury or disease, the company 
will pay from the first day of hospital confinement an additional 
amount monthly for the hospital confinement but not exceed- 
ing three months. 

9. NON-CANCELLABLE Provisions.—The policy continues 
in force until age 60, provided premiums are paid. The com- 
pany is therefore liable for accident or illness which occurs 
prior to age 60. 


10. WaIvER oF Premium.—If the insured becomes perma- 
nently totally disabled due to bodily injury or sickness, no fur- 
ther premium is payable by the insured after the claim is filed 
and approved. 


Group Accident and Health Insurance.—The benefits of 
the workmen’s compensation law apply only during the time 
that the worker is employed at his trade. If he suffers an acci- 
dent after his working hours, he cannot claim compensation 
under the law. Furthermore, the compensation law does not 
provide benefits for sickness. Group accident and health in- 
surance has been introduced to meet these needs. This form of 
insurance offers protection to employees for accidents which 
are not covered under the workmen’s compensation law, as well 
as sickness occurring during and after working hours. 

As there is no standard group accident and health policy, 
the practice of the companies varies. The provisions of one 
group accident health policy will serve the purpose of illustra- 
tion. 


INDEMNITY Provistions.—The group policy covers em- 
ployees from accidental injury and sickness, excluding occupa- 
tional diseases and injuries arising from the particular employ- 
ment, which are covered by the workmen’s compensation laws. 

Each employee who has completed a probationary period of 
three months of service on the effective date of the policy is 
eligible for the group plan. Persons who have attained their 
seventieth anniversary, however, are excluded. 

The amount of weekly indemnity is determined by the aver- 
age weekly compensation paid by the employer during the pre- 
ceding three months, as follows: 
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Weekly Compensation Weekly Indemnity 
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InpeMNity Limits.—The period during which benefits are 
payable excludes the first three days of disability in case of acci- 
dental bodily injuries and the first seven days in case of illness. 
In no event, however, are benefits paid for more than 13 weeks 
for any one disability. 

Indemnity for disability caused by or resulting from any 
one pregnancy, including resulting childbirth or miscarriage, is 
limited to a period of not more than six weeks. 


Exciustons.—In addition to accidental bodily injuries and 
occupational diseases covered by the workmen’s compensation 
law, disabilities are excluded under the following circumstances : 


1. When a physician is not in attendance. 

2. When the disability results from self-inflicted injuries. 

3. During the performance of military, naval, and police 
duties, whether in riots or in time of war. 


Rates.—Practices governing the issuance of group accident 
and health insurance are similar to that of the group life insur- 
ance policy. As with group life insurance policies, a master 
policy is issued to the employer and a certificate to each em- 
ployee, stating that he is covered. 

Rates on group policies are quoted only after inspection of 
working conditions. Variations in rates depend upon (1) type 
of risk; (2) special occupational hazards; (3) unusually large 
percentage of older employees; (4) percentage of women to 
total number of employees; (5) waiting period. 


Group Hospitalization Policy—The group accident and 
health policy just discussed makes no provision for the reim- 
bursement of injured employees who must pay for hospitaliza- 
tion. The employer may obtain this coverage through the hos- 
pitalization group policy. 
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While the group hospitalization policy is not standardized, 
it commonly provides for reimbursement within specified limits 
for charges incurred by an employee during his confinement for 
anaesthetics, laboratory, analyses, operating room fees, and hos- 
pital room and board. 


ExcLusions.—Coverage is subject to the following condi- 
tions and exclusions: 


1. No payment will be made unless satisfactory evidence 
that charges were actually incurred, is submitted to the com- 
pany upon its request prior to payment. 

2. No payment for hospital room and board or other charges 
will be reimbursed unless recommended and approved by a 
legally qualified physician or surgeon. 

3. No payment will be made for any confinement unless con- 
tinuation of the confinement during the entire period was rec- 
ommended and approved by a legally qualified physician or sur- 
geon. 

4. No reimbursement will be made for operation, surgical, 
medical or X-ray charges. 

5. No payment will be made for hospital confinement re- 
sulting from accidental bodily injuries or disease arising from 
the employee’s occupation. 

6. No payment will be made for hospital confinement by rea- 
son of inflicted injury, while sane or insane, or because of in- 
juries sustained or sickness contracted while performing 
military or naval service in time of war or riot, or while per- 
forming police duty as a member of any military or naval 
organization. 

7. No payment will be made for hospital confinement re- 
sulting from pregnancy, childbirth, or miscarriage. 

8. No payment will be made for hospital confinement which 
begins after the employee has attained the seventieth anniver- 
sary of his birth. 

9. No payment will be made for hospital confinement which 
begins after the expiration of the period during which indem- 
nity is payable to the employee under the group accident pol- 
icy obtained by the employer. 


CHAPTER 14 
MISCELLANEOUS LIABILITY INSURANCE 


Liability for Negligence.—The law provides that anyone 
who causes injury to another or causes damage to the property 
of another, through his own negligence or the negligence of 
his agents or employees may be liable for any resulting dam- 
ages. Furthermore, every person must use a reasonable degree 
of care and the degree varies with circumstances. The follow- 
ing illustrations indicate persons who may be held liable for 
negligence: 

1. A building contractor who is erecting or repairing a 
structure may be held liable for injuries to anyone about the 
building who is entitled to be in the building, as well as to 
passers-by or persons in adjoining premises. 

2. A property owner may be held liable for injuries to oth- 
ers by reason of any defective condition, improper repair, faulty 
construction, or inadequate maintenance or operation of the 
building. 

3. A manufacturer of food products may be held liable for 
any foreign substance in the product, causing injury to any 
person using the product. 

4. A manufacturer may employ an independent contractor 
to do certain work, for example construction work. The ques- 
tion might arise whether the manufacturer is or is not respon- 
sible for the negligence of the independent contractor. Fur- 
thermore, if a statute or ordinance provides that the manufac- 
turer is liable, he cannot escape liability, even though he hires 
an independent contractor to do his work. One may delegate 
certain work to an independent contractor, but he cannot en- 
tirely eliminate his liability to others. He may be sued jointly 
with the contractor or independently, and sometimes judgment 
is rendered against him. 
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Types of Liability—To protect the insured against liabil- 
ity for personal injury, the insurance companies issue various 
types of miscellaneous public liability policies. Public liability 
may be direct, contractual, or contingent and protective. Where 
the insured’s own legal liability is involved, the liability may be 
termed direct or primary coverage. In contractual liability, the 
liability of others is deliberately assumed as a result of contract. 
This type is illustrated by the manufacturer who may induce a 
railroad to build a spur track on his property by agreeing not 
to hold the latter responsible in case of accidents occurring as a 
result of the operation of the spur. 

Protective liability involves the indirect liability of the in- 
sured to the public for the acts of others for which the law may 
hold him liable. The owners’ or contractors’ protective liability 
policy, for example, covers the insured owner or contractor 
against claims arising from construction operation carried on 
by independent contractors or subcontractors for the owner or 
contractor. 

Three stages of liability may exist in one construction oper- 
ation involving a general contractor and subcontractor. In such 
a case, the primary coverage is obtained by the sub-contractor, 
while the general contractor purchases contractors’ protective 
insurance and the owner obtains owners’ protective insurance. 
These three policies protect all interests. 


Classification of Policies.—To protect the insured against 
these liabilities for personal injury and property damage, in- 
surance companies issue various types of miscellaneous liability 
policies having certain uniform provisions. 

The following policies may be included in the miscellaneous 
liability insurance classification : 

1. Contractual liability insurance, which covers liability of 
others deliberately assumed by the insured as a result of 
contract. 

2. Elevator liability insurance, which covers injuries resulting 
from the existence, maintenance, and operation of ele- 
vators, elevator hoistways, and equipment incidental 
thereto. 
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3. Manufacturers’ and contractors’ liability insurance, which 
protects those insured against claims for damage on 
account of manufacturing or contracting operations in- 
cluding the existence, maintenance and use of buildings 
in connection therewith. 

4. Owners’, landlords’, and tenants’ liability insurance, which 
covers injuries resulting from the ownership, care, main- 
tenance, occupation or use of the premises. 

5. Owners’ or contractors’ protective liability insurance, 
which covers the insured owner or contractor against 
claims resulting from accidents to the public as a result 
of construction operations carried on by independent con- 
tractors or subcontractors for the owner or contractor. 

6. Products liability insurance which covers the insured 
against accidents due to consumption, handling, or use 
of products away from the premises. 

. Residence, private estate and farm liability insurance, 
which is a form of owners’, landlords’ and tenants’ pol- 
icy designed to protect the owners of these respective 
properties. 

8. Sports liability insurance which protects the insured 

against accidents arising out of participation in sports. 

9. Teams liability insurance, which indemnifies the insured 
against claims for damage resulting from the existence, 
maintenance, loading, unloading, and use of draft and 
saddle animals, bicycles, hand trucks, and push carts. 


EST 


Professional liability insurance will also be included in this 
chapter. Liability insurance for automobiles, aircraft and steam 
boilers, and machinery will be discussed in subsequent chapters. 


General Coverage.—The various miscellaneous liability poli- 
cies protect the insured against claims on account of public lia- 
bility and property damage. 

Public liability claims may arise from accidental bodily in- 
jury and consequent death sustained by any persons, except 
employees engaged in the business of the insured. Persons to 
whom the insured may be liable under any workmen’s compen- 
sation law are likewise excluded. Whatever immediate medical 
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and surgical relief is imperative at the time of the injury, how- 
ever, is included in the public liability coverage. 

Property damage liability may arise from accidental damage 
to property including the loss of its use. Property owned, 
leased, rented, occupied or used by or placed in the custody or 
care of the insured or any of his employees, however, is ex- 
cluded from coverage. This exclusion, it should be noted, does 
not apply to elevator property damage liability. 


Premium Basis of Classification.—The policies previously 
listed may be divided for the purpose of analysis into two 
groups based on the method of quoting premiums: 


1. Premiums based upon fluctuating indices of hazards, as 
exemplified by business operations hazards, number of 
drivers, contract price for building construction, and re- 
ceipts for admission to amusements or exhibitions. 

2. Premiums based on fixed indices of hazards, such as the 
number of elevators or the area and frontage of build- 
ings. 


This basis of classification will be followed in the analysis 
of various miscellaneous liability policies. 


Policies with Premiums Based on Fluctuating Indices.— 
Policies of this group are written with an estimated premium. 
At the end of the policy period, the actual premium is usually 
determined by an audit of the insured’s books. The following 
policies of this group will be analyzed: 


1. Manufacturers’ and contractors’ liability policy 
2. Owners’ and contractors’ protective policy 

3. Teams liability policy 

4. Products liability policy 


Manufacturers’ and Contractors’ Liability Policy.—This 
contract is issued to manufacturers, general and building con- 
tractors and similar firms. The insured is covered against his 
legal liability for injury to persons, and by endorsement for 
damage to the property of others caused by reason of the con- 
duct of his business. 
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Exc.usions.—Accidents caused by the following persons 
or circumstances are excluded: 


1. Any person employed by the insured in violation of legal 
age limits. Persons under 14 years of age are subject 
to the same exclusion, where there are no legal restric- 
tions on the age of workers. 

2. Use, ownership, or maintenance of any vehicle or of any 
draft or driving animal elsewhere than within the prem- 
ises owned or rented by the insured or upon which he is 
performing construction work. 

3. Any aircraft. 

4. Consumption, handling, or use, away from premises by 
persons not in the insured’s employ of any product 
manufactured, handled, or distributed by the insured. 

5. Injuries occurring at any place after the insured has com- 
pleted his operations at that point. 

6. Existence, use or maintenance of any elevator, elevator 
well, hoisting, and other incidental equipment in the 
premises owned, hired, or otherwise controlled by the 
insured. However, this exclusion will not apply to any 
platform hoist or elevator used for hoisting material or 
equipment and operated under the control of the in- 
sured at locations where his construction work is in 
progress. 

7. Independent contractors or subcontractors and their agents 
or employees while engaged in work for the insured 
other than maintenance and ordinary repair or altera- 
tion of the insured premises. It should be noted that 
structural alterations, additions and demolitions are spe- 
cifically excluded from coverage as contrasted with 
minor alterations. 

8. Liabilities which the insured assumes by oral or written 
agreement or contract. 

9. Coverage available under any workmen’s compensation 
law, plan, or agreement. 


The property damage liability endorsement of the manufac- 
turers’ and contractors’ liability policy does not cover claims 
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for property damages which occur under the following circum- 
stances : 


1. Explosion, collapse, or rupture of boilers and other recep 
tacles or their parts under pressure. 

2. Breaking, disrupting, or tearing asunder of any engine, fly- 
wheel or turbine. 

3. Burning out, breaking, or disrupting of any electrical 
power unit. 

4, Discharge, leakage or overflow of water or steam from 
automatic sprinkler systems, plumbing systems or tanks, 
steam or hot water heating pipes and radiators, elevator 
tanks and cylinders, standpipes for fire hose, industrial 
and domestic appliances, and refrigerating systems. This 
exclusion also applies in the event of collapse of tanks 
forminga part of plumbing or automatic sprinkler systems. 

5. Rain or snow admitted to the interior of buildings by de- 
fective roof leaders or spouting, or through broken or 
open doors, windows, and skylights. 

6. Damage to wires, conduits, pipes, mains, sewers, and other 
underground apparatus. 

7. Use of contractors’ mechanical equipment while excavat- 
ing or drilling in streets or highways. 


RateEs.—Rates for manufacturers’ and contractors’ liability 
policies are based upon the following factors: 

1. Type of business. All business operations are divided 
into classifications and a rate provided for each classification. 
Rates are quoted in terms of $100 of payroll. 

2. Territorial location of business operations of insured. 

3. Liability limits. The standard limit for bodily injury is 
$5,000 for one person and $10,000 for one accident when sev- 
eral persons are injured. The same limit applies to each project 
of contractors. The standard limit for property damage lia- 
bility is $1,000. The policy is subject to a total limit of $10,000 
for damage to property during the policy period. Limits can be 
increased by endorsement. 


Owners’ Protective Policy.—As previously mentioned, pro- 
tective insurance provides coverage against liability for injury 
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or damage caused by others for which the insured may be 
legally liable. Of this type is the owners’ protective policy which 
affords a contingent coverage to owners whose buildings are in 
the course of construction by contractors or subcontractors. 

The independent contractor or subcontractor will be held 
primarily liable for accidents to the public. The owner may 
nevertheless desire protection against suits. This protection is 
provided by the owners’ protective policy which is similar to 
the manufacturers’ and contractors’ liability policy in extent of 
coverage. The owners’ protective policy also covers claims for 
injury and losses arising from the existence, location or condi- 
tion of material and equipment used by or delivered for use 
by the independent contractor or subcontractor. 

The policy covers only the owner for whom a project in 
its entirety is being or about to be undertaken under contract 
by one or more independent contractors or subcontractors. 


ExcLustons.—The company is not liable for claims alleg- 
ing injury or death under the following circumstances : 


1. Caused or suffered by the insured’s employees. 

2. Caused by the use of vehicles by the insured or his em- 
ployees. 

3. After final completion of work performed for the insured 
at the place where the accident occurs. 

4. When liability has been assumed by the insured under an 
oral or written contract or agreement. 


Contractors’ Protective Policy.—This is a contingent cov- 
erage designed to protect contractors from liability claims aris- 
ing out of the operations of subcontractors. It carries the same 
provisions and is subject to the same limitations as the owners’ 
protective policy. 


PREMIUM CHARGES FOR OWNERS’ AND ConTRACTORS’ PRo- 
TECTIVE Poricy.—Premium charges for the two protective 
forms are determined in much the same way as in the case of 
the manufacturers’ and contractors’ policy. Rates are thus 
based on each $100 of the total cost of all work let or sublet 
in each project, 
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Total cost includes all labor, materials and equipment fur- 
nished, used or delivered for use in execution of the project. 
It matters not whether these items are furnished by the owner, 
contractor or subcontractor. Furthermore, all fees, commis- 
sions, allowances and bonuses, whether paid or due, are in- 
cluded in cost. 


Teams Liability Policy.—The teams liability policy is used 
for the liability coverage of teams, bicycles, hand trucks, push 
carts, and draft and saddle horses including the loading and 
unloading hazard. 


Exciusions.—The company is not liable for claims arising 
under the following circumstances : 

1. Damage is caused by persons employed in violation of stat- 
utory age requirements. Where no legal restrictions exist 
as to age limits, the exclusion applies when the respon- 
sible employee is below the age of 16. 

2. The insured assumes the liability of others by oral or 
written agreement. 

3. The insured is liable under any workmen’s compensation 
agreement or law. 


Rates.—Charges for teams liability policies depend upon the 
following factors: 
1. Type of insured’s business. 
2. Territory in which teams are employed. 
3. Number of teams owned or hired by the insured. 
4. Liability limits. 

The actual number of teams upon which the premium charge 
is based is determined by dividing the entire compensation 
earned during the policy period by drivers by the average an- 
nual rate of compensation per driver. In addition, there is 
added the number of teams driven by persons who do not re- 
ceive wages. If teams are hired with drivers, one half the 
amount of the cost of hire of such teams and drivers is used 
as the remuneration for the drivers. 


Products Liability Policy.—This contract is designed 
to protect the insured from legal liability for claims arising 
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from consumption, handling or use of products away from his 
premises. Among those who need this insurance are package 
food manufacturers, bakeries, tobacco product manufacturers, 
shoe manufacturers, and various retail stores. 

When a products liability policy is written for restaurants, 
coverage applies both in and outside the insured premises. This 
protection is available only when concurrent owners’, landlords’ 
and tenants’ liability insurance, to be described, is carried in the 
same company. 


Liapitiry Lruirs.—Standard limits for bodily injury or 
death claims are $5,000 for injury to one person and $10,000 
for injury to several persons in one accident, subject to an 
aggregate limit of $25,000 for the entire policy period. For 
property damage, the limit is $1,000 per accident, subject to an 
aggregate limit of $10,000 for the entire policy period. 

When merchandise or products from one prepared or ac- 
quired lot cause injury to more than one person, the policy 
provides that all such injuries from a common cause ‘constitute 
one accident. This rule applies whether the lot has been sold by 
the insured as a whole or in parcels. 

If, for example, the policy is issued with a limit of $5,000 
for one person, $10,000 for several persons in one accident, 
and of $25,000 for all persons injured at various times during 
the policy period by reason of the consumption of one lot, the 
company’s liability is limited to $10,000 for all claims alleging 
injury from consumption of that lot. 


Exc.usions.—The policy does not cover: (1) liability un- 
der any workmen’s compensation plan, agreement or law, (2) 
liability of others assumed by the insured under any agreement. 


Rates.—Charges for products liability insurance are based 
on sales units of $100. Sales comprise the entire amount of 
money, including taxes, charged for all merchandise and prod- 
ucts sold by the insured during the policy period. 


For certain types of business, premium rates are based on 
some other common unit of measure. This unit may be the 
number of fillings for bottling soft drinks; the number of gal- 
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lons for bottling distilled products; and the number of tons in 
the case of coal mines. 


Policies with Premium Based on Fixed Hazard Indices.— 
The policies in the second group are written on a premium 
based on fixed conditions determinable in advance. In general 
this group includes the following policies: 

1. Owners’, landlords’, and tenants’ liability policy 
2. Elevator liability policy 

3. Residence, estate, and farm liability policy 

4. Sports liability policy 


Owners’, Landlords’, and Tenants’ Liability Policy.—This 
policy covers owners and lessees of premises such as private 
residences, stores, hotels, office buildings, restaurants, and 
churches. 

The company is liable for bodily injury and property dam- 
age claims arising under the following circumstances: 

1. Ownership, care, maintenance, occupation or use of the 
premises. 
2. Ordinary repair and alteration of the insured buildings. 


Injuries and damages suffered elsewhere are therefore cov- 
ered when caused by employees of the insured who are required 
in the discharge of their duties to leave the premises of the 
insured. 


ExcLusions.—Accidents caused by the following persons or 
circumstances are excluded: 

1, Any person employed by the insured in violation of the 
legal age limit. Persons under the age of 16 are sub- 
jected to the same exclusion where there are no legal 
restrictions on the age of the worker. 

2. Use, ownership or maintenance of any vehicle or any draft 
or driving animal elsewhere than within the premises 
owned or rented by the insured. 

3. Caused by any aircraft. 

4, Consumption handling or use outside the premises by per- 
sons not in the insured’s employ, of any product manu- 
factured, handled or distributed by the insured. 
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5. Existence, use or maintenance of any elevator, shaft, hoist- 
way in the premises owned or leased by the insured. 

6. Caused by the making of additions to structures in or the 
demolition of the premises unless provided by endorse- 
ment. 

7. Liabilities which the insured assumes by oral or written 
contract. 

8. Coverage available under any workmen’s compensation 
laws or agreement. 


AuTOMATIC CovERAGE.—Banks and other owners may in- 
sure various properties at different locations under one policy. 
Failure to notify the company of newly acquired buildings may 
deprive the owners of insurance in these properties. To avoid 
this contingency, the policy may provide for automatic cover- 
age of such properties for a limited period. 


Rates.—Charges for the owners’, landlords’ and tenants’ 
liability policy are generally based upon the following factors: 


1. The territory in which the property is located. 

2. The type of property insured. 

3. The frontage of the building. “Frontage” means the num- 
ber of lineal feet of the entire property abutting upon 
the street or public highway, and includes all alleys 
having sidewalks on one or both sides and on all alleys 
when the principal entrance to the premises is from 
the alley. 

4. The area of the building. “Area” means the number of 
square feet of floor space of the property to be covered, 
and is determined by the horizontal dimensions of the 
buildings, outside of their outer walls. 

5. Liability limits for bodily injury and property damage. 

Other methods of determining premium rates are employed 
in particular circumstances, as illustrated by the following cases: 

1. Premiums for theatres are based on each 100 persons ad- 
mitted. 


Z. Premiums for camps are determined by the number of 
campers. 
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3. Premiums for bowling alleys are adjusted for the number 
of alleys. 
4, Premiums for toll bridges are quoted per 100 vehicles. 


ALTERATION PERMIT.—The owners’, landlords’ and tenants’ 
liability policy covers ordinary repairs and alterations, but not 
structural alterations and additions to or demolitions of exist- 
ing structures. These operations except demolition of existing 
structures may be separately covered by endorsement and the 
payment of an additional premium. Similar coverage is also 
available for the manufacturers’ liability policy discussed previ- 
ously. 


LANDLoRDS’ Protective LiaBitiry ENpoRSEMENT.—When 
a landlord leases his building, the lessee becomes primarily liable 
for accidents. The landlord may be subject, however, to con- 
tingent liability for structural or latent defects of the building. 
This hazard is met by the landlords’ protective liability en- 
dorsement, which protects owners or general lessees who have 
sub-let the entire building to others over whose acts they have 
no direct control. 

To obtain this endorsement, the owner or general lessee 
must have leased the entire premises. The person to whom the 
property is leased must have full charge of the premises, con- 
trol and operate all elevators, and furnish power. The owner 
or general lessee, however, may undertake all repairs and main- 
tenance necessary to preserve the premises. 

By means of this endorsement, rates are reduced to 50% of 
the premiums which would otherwise apply to owners and gen- 
eral lessees. 


Elevator Liability Policy.—The policy covers against claim 
arising out of the ownership, maintenance, ordinary alteration 
and repair or use of the elevator described in the policy and the 
shafts, hoistways, attachments and appliances of the elevator. 


INSPECTION.—The company will inspect the elevator when- 
ever necessary and will make suggestions concerning changes or 
improvements as may operate to reduce the frequency and 
severity of injuries. The company, however, is not liable for 
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failure to make any inspections or suggestions. Any authorized 
representative of the company may suspend the insurance in 
so far as it applies to any elevator until any defects or dangerous 
conditions found are remedied to the satisfaction of the com- 
pany. The notice of suspension and the reason thereof and the 
reinstatement of the insurance must be in writing. A pro-rata 
premium will be allowed for the period of suspension. 


ExcLustons.—Acts caused by the following persons or cir- 
cumstances are excluded: 


1. While the elevator is in charge of or is being operated by 
any person employed by the insured in violation of the 
legal age limit. Persons under the age of 16 are sub- 
jected to the same exclusions where there are no legal 
restrictions on the age of the worker. 

2. Caused by the making of additions to structures, altera- 
tions in or the demolition of premises unless provided 
by endorsement. 

3. Liabilities the insured assumes by oral or written contract. 

4, Coverage available under any workmen’s compensation law 
or agreement. 


Rates.—Premiums charged for elevator liability insurance 
are based on: (1) location of risk, (2) type of building in 
which elevators are operated, (3) type of elevator, (4) number 
insured, (5) liability limits, (6) discounts for safety devices. 

To minimize the hazard of elevator accidents, discount is 
allowed on the premium for bodily injury coverage alone when 
the following are used: (1) approved hoistway door interlocks ; 
(2) approved car-gate or car-door contacts or interlocks. 

ELEVATOR COoLLision INSURANCE.—Elevator collision in- 
surance may be written when elevator property damage liability 
insurance is obtained concurrently in the same company. This 
policy indemnifies the insured against direct loss or damage to 
any elevator or other property owned, leased, occupied or used 
by the insured or in his care, custody or control caused by col- 
lision of the elevator or its contents with another object. Prop- 
erty in care, custody, or control of insured applies only to that 
not covered by elevator property damage liability insurance. 

Losses are not covered under the following circumstances: 
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(1) caused directly or indirectly by fire, (2) caused directly by 
the breaking or burning out of any electrical machine outside 
the car of the elevator, (3) damage to any electrical machine, 
by breaking, burning out or disruption, (4) loss of use. 

The elevator collision policy is subject to a limit of $1,000 
per accident, unless increased by written agreement. 

TENANTS’ PROTECTIVE ENDORSEMENT.—This coverage is 
similar to other protective liability coverage and is used in con- 
nection with elevator coverage. The coverage protects the ten- 
ant of a part of a building who uses an elevator in common with 
other tenants, and does not furnish power, or undertakes to re- 
pair or maintain the elevator. The rate charged is 50% of the 
manual rate applicable to the elevator when operated by the 
owner or general lessee of the building. 


Residence Estate and Farm Liability Policy.—This policy 
provides public liability coverage for owners and lessees of 
private residence, two-family dwellings, estates and farms. It is 
modeled after owners’, landlords’, and tenants’ liability policy. 

The policy also covers: (a) garages and stables on premises 
of principal residence and occupied in part for dwelling pur- 
poses by the insured, his guests or servants and not used for 
business purposes; (b) garages and stables located away from 
the premises of the principal residence, not used for dwelling 
or business purposes; (c) individual or family cemetery plots 
or burial vaults; (d) the construction of additional buildings, 
and structural alteration of, additions to or demolition of exist- 
ing buildings included under the classification, provided that 
such work is performed on the insured premises and does not 
change the identity of such premises as respects the occupancy 
contemplated by the classification. Under this form coverage 
is therefore provided for alterations and additions without any 
additional premium, provided there is no change in the identity 
of the premises as respects the occupancy. 

Employee’s liability coverage is available for owners and 
lessees of residence, estate, and farm as domestic and agricul- 
tural workers are usually not covered by workmen’s compen- 
sation acts. 


Sports Liability Policy—The sports liability policy is is- 
sued to persons who desire protection against legal liability 
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arising out of participation in sports. The insured is covered 
under the following circumstances : 


1. During practice or participation in any athletic sport or 
game except as excluded elsewhere in the policy. 

2. While fishing, hunting and target practicing and using fire- 
arms in connection with these activities. 

3. While using any animal (with or without vehicle attached) 
for riding or driving purposes, excluding the use of any 
animal owned by the insured other than polo ponies used 
in practicing or playing polo, and excluding any com- 
mercial use. 

4, While using bicycles, canoes, or rowboats, excluding the 
use of canoes or rowboats owned by the insured when 
equipped with portable outboard motors, and any com- 
mercial use. 

5. While using power boats or sail boats, excluding the use 
of such boats owned, rented, or hired by the insured. 


Exc.Lusions.—The sports liability policy also does not cover 
claims caused by the ownership, maintenance, or use of an air- 
craft, automobile, or motorcycle, or animals owned by the in- 
sured other than polo ponies used by the insured while engaged 
in practicing or playing polo. 


Personal Liability Insurance.—Liability coverage for the 
insured’s personal acts except as specifically covered by a pri- 
vate residence or sports liability policy, may be provided by 
separate policy or by endorsement of the private residence lia- 
bility policy or of the sports liability policy. 


ExcLusions.—Unless otherwise provided, the company is 
not liable for liability claims under the following circumstances : 


1. Arising out of the insured’s business or professional serv- 
ices. 

2. Caused by the insured’s failure to perform designated busi- 
ness or professional services. 

3. Specifically excluded from the sports and residence and 
estate coverages. 

4. Occasioned by dogs owned by the insured. 
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EXTENDED CovERAGE.—Personal liability coverage may be 
extended by written provision and increased premium to in- 
clude the following liabilities : 


1. Dog liability coverage for accidents which occur away from 
the insured’s premises. 

2. Liability coverage of adult members of insured’s house- 
hold. This insurance is subject to the same provisions 
and limitations as the personal liability policy and ap- 
plies only when the adult members of the household re- 
side permanently with the insured. 

3. Liability coverage of minor children of the insured within 
the same limitation as adult members of the household. 


Professional Liability Policies.—Variations of the liabil- 
ity coverage are available to physicians, surgeons, dentists, drug- 
gists, hospitals, optometrists and operators of beauty parlors. 

Analysis of the following professional liability policies will 
serve to illustrate this coverage: 

1. Physicians’, surgeons’, and dentists’ liability policy 
2. Druggists’ liability policy 
3. Beauty parlor liability policy 


Physicians’, Surgeons’, and Dentists’ Liability Policy.— 
The policy is frequently issued to physicians, surgeons, and 
dentists, or to groups of physicians, surgeons, and dentists. 
Reference will be made to a group policy. 


CovERAGE.—The policy covers suits against the insured in- 
cluding partner, physician, dentist, anaesthetist, hygienist, tech- 
nician, nurses, due to: 

. Malpractice, error, negligence, or mistake. 

Autopsies, inquests, or personal restraints. 

. Dispensing of drugs or medicine. 

. Breach of contract. 

. Arising from any counterclaim in suits brought by an 
insured for the collection of fees provided such damages 

are claimed under items 1 to 4. 


LraBitity Limits.—The company’s total liability for bod- 
ily injuries and deaths occurring during the policy period is 
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subject to a standard limit of $15,000. With respect to any 
one person, the standard limit is $5,000. Expenses incurred 
in defending suits against the insured are paid by the company 
regardless of liability limits. 


Exciusions.—Claims arising under the following circum- 
stances are not covered by the group physicians’, surgeons’, 
and dentists’ liability policy: (1) caused by the insured when 
under the influence of intoxicants or drugs; or (2) caused by 
the insured if guilty of a criminal act. 

Although there is no liability, the company must assume the 
cost of defending the suit. 

Unlike other liability policies, the company cannot settle 
claims against any physician. No claim can be settled without 
the consent of a majority of the claims committee appointed by 
the group of physicians. 


Druggists’ Liability Policy——The druggists’ liability pol- 
icy covers claims arising from the use or application of drugs, 
medicines, prescriptions, and other drug store merchandise. 
The company is liable under any of the following circumstances : 
(1) errors or mistakes made in preparing drugs and medicines 
and in filling prescriptions in the store described in the applica- 
tions; (2) errors or mistakes made in selling or delivering 
drugs, medicines, prescriptions or other drug store merchandise. 


LiaBitity Limirs.—Standard liability limits of $5,000 per 
person and $15,000 for the entire policy period apply as in the 
case of the physicians’, surgeons’, and dentists’ policy. 


ExcLusions.—The company is not liable for errors of em- 
ployees of the insured unless they are classified in the appli- 
cation and on duty in the specified occupation when making the 
mistake. The druggists’ liability policy is subject also to exclu- 
sions similar to the physicians’, surgeons’, and dentists’ policy. 


Rates.—Pharmacists usually have several types of employ- 
ees. These types are classified for rate-making purposes and a 
separate rate is provided for each group. 
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Beauty Parlor Liability Policy.—The beauty parlor lia- 
bility policy covers claims arising from beauty treatments and 
the use or demonstration of any beauty preparation or appli- 
ance by the insured or his employees at the location named in 
the policy. 


ExcLusions.—The company is not liable for claims arising 
under the following circumstances: 


1. When the compensation of the persons causing the acci- 
dent is not included in the payroll estimate. 

2. When employee causing the accident is below the legal 
age required, or below 14 years of age where there is no 
law restricting the age of employment. 

3. If the insured uses any preparation which he knows is 
prohibited at the time by any federal, state or municipal 
law. 

4. If the operator of the permanent waving machine has not 
had at least three months of experience in working the 
machine. This exclusion does not apply, however, where 
the operator is working under another who has satis- 
fied the practical experience requirement. 

5. When injuries are caused by defect or use of the offices 
or building in which the insured’s operations are con- 
ducted. 

6. When accidents occur because of chiropody or electrolysis, 
unless the policy is specifically endorsed and an addi- 
tional premium paid for this coverage. 


Liapitity Limirs.—The usual standard liability limit is 
$5,000 for one person and $10,000 as the upper limit. In this 
respect, the beauty parlor policy differs from the other pro- 
fessional liability policies. 


CHAPTER 15 
WORKMEN’S COMPENSATION INSURANCE 


Causes and Consequences of Accidents.—Industrial de- 
velopment has given rise to the use of complicated machinery, 
from the use of which various accidents result. An analysis 
of these accidents indicates that the following important fac- 
tors cause people at work to be injured: (1) inapt, careless, or 
improperly trained employees assigned to operate machinery or 
other equipment; (2) failure to eliminate or protect against 
hazardous conditions including inadequately guarded equip- 
ment; and (3) fatigue of employees. 

These accidents result in losses to the employer and to society 
at large, as well as to the employee. The employee may be in- 
jured or lose his life, or he may become dependent upon others 
for support. At least he may lose normal wages during a period 
of inability to work. For the employer, the injuries to the work- 
man may require the replacing of the employee which very often 
means additional costs since the new employee will require train- 
ing and may not be able to produce as much work as the one 
injured. If the accident is a severe one, the department in which 
the injured was working may be expected to slow down or be- 
come demoralized, and sometimes ceases work for the rest of the 
day. This in general, causes additional economic loss to the 
employer. As to society in general, it is affected by the fact that 
the injured may become an object of charity. 


Employers’ Liability Law.—Prior to the development of 
the industrial system, the injured employee could recover from 
his employer only if he could prove the existence of the follow- 
ing conditions: (1) that he had not assumed the risk of his 
employment; (2) that the accident was not caused by a fellow- 
worker; (3) that the injured employee was not negligent; and 
(4) that the employer was negligent. 
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The realization soon came that there were many cases where 
the employee could not possibly see the dangers of the occupa- 
tion in which he was to engage and for that reason various 
legislatures passed a law known as the “Employers’ Liability 
Law,” modifying the common law of master and servant. This 
law placed a number of responsibilities upon the employer in 
relation to his employees. It required, among other things, 
that the employer should furnish the employee with proper 
working tools, a safe working place, and also with competent 
fellow-employees. The old defense of contributory negligence 
still remained, however, and resulted, in many instances, in the 
defeat of the injured employee in an action against the em- 
ployer. In view of the inability of the injured employee to col- 
lect for his injuries, great dissatisfaction arose in this country. 
Studies were made as to the cause of fatigue. It was discovered 
that a factor to be considered was the monotony of industrial 
work which makes the mind lose some of its alertness and as 
a result cause or contribute to the occurrence of an accident. 
The employee did not intend the accident to happen, but the 
complicated industrial mechanism in which he is involved may 
have been an important cause of its happening. 

The chief objection to the Employers’ Liability Law, as 
has been seen, was the frequent failure of the employee to re- 
cover thereunder. A few of the other objections were: (1) The 
injured employee usually engaged a lawyer to litigate his case 
and if it was won, frequently the proceeds were shared. (2) 
The injured employee could not obtain the cooperation of his 
fellow-employees, because they feared to give evidence in his 
favor which might be objectionable to the employer. (3) The 
delay in obtaining judgment often brought destitution to the 
injured employee. (4) When a fidemeat was recovered, there 
seems to have been no standard relationship between the loss 
suffered and the amount recovered. To a great extent, the 
amount recovered depended upon the opinion of the jury that 
heard the case. 

Growth of Workmen’s Compensation Insurance.—Since 


the defense of negligence frequently defeated the right of the 
employee to be reimbursed for injuries, employers were offered 
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policies known as “workmen’s collective policies” which were 
in effect group accident policies. Under these, payment was 
made whenever an employee was injured during the course of 
his work regardless of the question of negligence. Finally, laws 
known as workmen’s compensation laws were passed. 


Development and Types of Compensation Acts.—Work- 
men’s compensation acts recognize the fact that industry should 
bear the cost of industrial accidents. They not only abolish 
the common law defense of the employer, but also provide for 
prompt adjudication of the claims of injured employees. Orig- 
inally, the purpose of the act was to pay compensation for in- 
juries; but today many legislatures undertake to enact statutory 
requirements for the safety of employees. 

Compensation acts, in the United States, were based upon 
statutes of European countries which had previously been in- 
dustrialized. In this country there was difficulty in introducing 
such legislation. Objections were raised because the acts abol- 
ished the usual defences of the employer and because they 
provided that cases should be heard without a jury trial. The 
constitutionality of such acts was questioned. The courts have 
generally recognized them as constitutional, and declared that 
the rights of the employee under the compensation act are based 
upon a contractual relationship between employer and employee. 
In addition to remunerating the workman for his services, the 
employer under a compensation act agrees to pay the employee 
certain benefits in case of injury arising out of and during the 
course of his work. 

As the constitutionality of the act was originally doubted, 
laws of two types were passed: 


1. Computsory Laws.—This type requires the employer 
to give his employees protection under the workmen’s compen- 
sation law. 


2, Evective Laws.—Under this type the employer has the 
right to choose the workmen’s compensation law or a modified 
employers’ liability law. The tendency is for the employer to 
choose the workmen’s compensation law, because he avoids jury 
trials. As for the employee, he has the right in some states to 
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reject the compensation law, on condition that he so notify his 
employer in writing, either at the time he is engaged, or at any 
time before an accident occurs. 


Method of Administration of the Law.—There are in gen- 
eral two methods of administering the act: 


1. By a commission. This consists of a body of men, usually 
appointed by the governor of the state, to hear all cases 
that come under the workmen’s compensation law. The 
members of the commission are not necessarily lawyers. 

2. By a court. Under this form of administration, cases that 
come under the workmen’s compensation law are heard 
by a judge, or a referee appointed by the judge. 


Occupations Covered by Law.—As a rule, the law covers 
employees engaged in hazardous occupations conducted for pe- 
cuniary gain. Certain occupations, notably farming and do- 
mestic service, are excluded from some of the laws. Farming is 
usually excluded on the ground that workmen’s compensation 
legislation is designed primarily for industrial employees. Many 
legislatures specifically include state employees under the act. 
Even though an occupation may neither be hazardous nor con- 
ducted for a profit, the laws of many states permit the em- 
ployer to bring himself within the jurisdiction of the compen- 
sation law by so notifying his employees. 


The Employer.—An employer is usually defined as anyone 
hiring other people to work for him for the purpose of pro- 
ducing profits. At times, there is difficulty in determining 
whether the relationship is that of employer and employee. A 
man, for example, may employ a workman to purchase all 
necessary materials and perform a job without supervision. If 
the worker is engaged by a number of firms to perform 
work and is not subject to the authority of any one employer 
as to his activities, he may be an independent contractor rather 
than an employee. The definition of employees contained in the 
statute should be carefully consulted for the exact status of 
workers, but many borderline cases have had to be submit- 
ted to commissions for settlement. 
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The Jurisdiction of the State——The law covers not only 
employees injured in the state, but generally also any employee 
hired in the state and injured while working in another state. 
The state which usually has jurisdiction over the employee is 
the one in which the contract of employment was made. 


Injuries Described by the Laws.—All injuries under the 
compensation acts may be grouped into four types as follows: 


1. Temporary DrsapiLities.—These result from injury 
which disables the worker for a temporary period without leav- 
ing any permanent injury. 


2. PERMANENT PARTIAL DISABILITIES.—These result from 
injuries involving, as a general rule, the loss of some member 
of the body, such as a finger, hand, foot, or an eye. Instead of 
paying benefits for an indefinite period during which the insured 
may be unable to return to work, benefits for the specific num- 
ber of weeks provided in the law, are awarded. The tendency 
today is to pass legislation which provides that if the injured is 
unable to return to work on account of the accident after the 
number of weeks specified by law, the compensation benéfits 
must be continued for an additional period. 


3. PERMANENT ToTaL DisasiLities.—These result from 
injuries involving the loss of any two members of the body, 
such as both hands, both feet, both eyes, or a combination of 
any two of these, or permanent actual incapacity of the injured, 
such as a head or back injury. 


4. OccUPATIONAL DIsEASES.—The original purpose of the 
compensation law was to provide benefits for physical accidents. 
If an employee contracted an occupational disease, such as lead 
poisoning, he was usually not given any compensation. This 
has been changed in some states by specifically defining certain 
occupational diseases as accidents or covering all occupational 
diseases. 


Waiting Period.—The law usually provides that the injured 
employee shall not receive benefits until a certain period after 
he is injured. This period is variable, and in many laws the 
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waiting period is one week. The purpose of the waiting period 
is to prevent any malingering on the part of the employee. Un- 
der some laws if the employee is disabled for a protracted period 
of time, one practice is to pay him from the first day of the 
injury, thus eliminating any waiting period. 


The Award.—The injured employee does not receive as 
compensation the wages that he earned prior to his injury. The 
practice is to limit the amount of weekly benefits to be paid to 
the injured workman. This benefit ranges usually from 50% 
to 6674% of the weekly wages subject to a maximum weekly 
amount. In addition to the provision for a maximum weekly 
amount, the law also provides for a minimum limitation. If 
the percentage of weekly wages produces an amount which is 
less than the minimum amount stated in the law, the employee 
is entitled to that minimum amount or his weekly wages. In 
addition to the compensation benefits the injured employee is 
entitled to medical aid. In many statutes the amount of ben- 
efit for medical aid is limited to a definite amount, or is paid 
for a limited period of time. The tendency, however, is for the 
legislatures to allow reasonable medical aid for the period that 
the injured is disabled. 


Rehabilitation.—When the workmen’s compensation laws 
were first introduced, the benefits allowed were compensation 
awards and medical aid. Then it was found that, even after 
the injured employee ceased to be disabled, he might be unable 
to follow his former occupation. To meet this situation, a num- 
ber of states have enacted rehabilitation laws. These laws pro- 
vide that if the injured can no longer follow his occupation, he 
must receive training from the state, in order to be prepared 
to enter an occupation that he can then follow. 


Method of Paying Compensation Awards.—While com- 
pensation is awarded on a weekly basis, in practice, the method 
is to pay money in bi-weekly amounts. If payments are to be 
made over a long period of time, application for payment of the 
money in a lump sum may be made to the administrative body. 
Such applications are not granted unless satisfactory evidence 
is offered to prove that a lump sum payment would be beneficial 
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to the injured. In case of lump sum payment, the insurance 
carrier is granted a reduction for interest. 


Benefits for Various Types of Injuries.——If a worker has 
suffered a temporary disability and is unable to return until 
after the required waiting period, the award is paid for the en- 
tire time he is disabled, less the waiting period and subject 
usually to a maximum limit on the amount of compensation 
payable. If the injured is able to return to work, and he is par- 
tially disabled, the percentage benefit paid is based upon the 
difference between the amount that he earns and the amount 
that he would have earned had he been fully cured. 

If the injured has suffered a permanent partial injury, the 
benefit granted is usually for a specific number of weeks stated 
in the law. For example, under one law the award granted for 
the loss of a foot is compensation for 205 weeks. The method 
of making specific payments in many cases is unfair, because 
there is no accurate measure of the amount of loss that has 
occurred. Realizing this, some legislation has attempted to 
measure scientifically the earning power of the injured em- 
ployee before and after the injury. The difference between the 
earning power before and after is the basis used in making com- 
pensation awards to the injured. If the injured employee has 
had a previous disability, the employer is responsible only for 
the benefit that would have been paid had the injured suffered 
no previous disability. This, then, precludes recovery for more 
than the actual injury. 

If the injured has suffered a permanent total disability, com- 
pensation is sometimes paid for life. If he has had a previous 
injury at another time and suffers a subsequent injury pro- 
ducing a permanent total disability he is, according to the laws 
of some states, provided for as follows: The insurance carrier 
pays the cost of the second injury. Thereafter, as long as the 
injured is alive, the state pays him from the proceeds of a special 
fund comprised of contributions made by insurance carriers out 
of the funds for death cases in which there were no dependents. 

If the worker died as a result of the accident, the award is 
generally compensation to dependents for approximately six 
years. In addition to the compensation benefits, an award is 
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made for funeral benefits. Usually the dependents must be 
blood relations. In some states, dependents are interpreted to 
mean anyone supported by the deceased employee. In a number 
of states, if there are no dependents, an award is made to the 
state treasurer to provide funds for the payment of benefits to 
injured workers who have lost one member of their bodies pre- 
vious to a second injury, resulting in permanent total disability. 
Such funds are also used for rehabilitation work. 


Procedure in a Compensation Case.—The following pro- 
cedure is observed in the granting of awards: 


The injured employee must notify both his employer and 
the administrative body promptly. If notice is not given within 
the period of time required by law, usually in writing, the in- 
jured employee may be barred from his compensation award. 
However, the following will excuse the failure to give notice: 
(1) the employee became mentally incompetent as a result of 
the accident; or (2) the employer was not prejudiced by the 
failure to receive notice. 

In addition to the notice of accident the employee must 
file a claim for compensation after the notice of accident has 
been received by the administrative body. The case is then 
placed on the hearing calendar. The hearings are informal. 


DEFENSES.—There are generally only two defenses that the 
employer can offer: (1) the injury was solely the result of in- 
toxication; or (2) the injury resulted from wilful intent, on 
the part of the injured employee, to injure himself or another. 

Some statutes also provide that an employee who did not use 
the safeguards provided for his protection at the time of the 
accident cannot recover. 


Third Party Action.—lIf the injury of the employee was 
caused by a third party not in the same employ, he has the right 
to sue the third party for damages. If the employee decides to 
bring an action against the third party, he should reserve his 
right to recourse or relief under the compensation act, in case 
the third party is not held liable by filing a notice with the ad- 
ministrative body agreeing to suspend his remedy under the 
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compensation law, until his action against the third part is ad- 
judicated. If he receives as much or more from the third party 
than he would under the compensation law, his employer does 
not have to pay any benefits. However, if he receives less than 
he is entitled to obtain, the employer must pay the balance of 
benefits over the amount recovered from the third party. If the 
employee decides to accept workmen’s compensation benefits 
rather than sue the third party, he must subrogate his rights 
against the third party to his employer. The employer can then 
sue the third party. 


Universal Standard Workmen’s Compensation and Em- 
ployers’ Liability Policy.—The legislatures realized that in 
some cases an employer might suffer, through accidents to his 
employees, losses so heavy as to affect his financial stability. 
They, therefore, provided a system permitting insurance com- 
panies to carry the risk of the employer in consideration of a 
premium. At the present time the insurance companies issue a 
policy which is practically standard throughout the United 
States and is known as the standard workmen’s compensation 
and employers’ liability policy. 

Many of the states have passed laws requiring certain pro- 
visions to be stated in the policy. In one state the law provides: 
(1) that a copy of the policy must be filed with the state; (2) 
there must be a 10 days’ cancellation notice, a copy of which 
must be sent simultaneously to the state and the insured; (3) 
if the insurance company accepts a premium from the insured, 
liability cannot be denied under the workmen’s compensation 
law, although the employer would not have been required to 
obtain compensation insurance. 


Basic Declarations.—The basis upon which the policy is 
issued is known as the declaration of the employer. In order 
that the insurance company may properly compute the premium 
that the insured should pay and decide any other underwriting 
questions, the following important information must be given: 
(1) location of premises; (2) classification of the operations 
performed by the insured; (3) estimated annual payroll in ac- 
cordance with the classifications applicable. 
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Policy Provisions.—The policy covers the following losses: 


1. Losses resulting from personal injury or death of em- 
ployees imposed on or accepted by the employer under the work- 
men’s compensation law. All benefit provisions of each work- 
men’s compensation law covered under the policy become part 
of the policy and the company is obligated to pay benefits stated 
in the law. The policy does not include, however, any work- 
men’s compensation law or plan not cited in the endorsement 
attached to the policy. 

2. Losses resulting from his legal liability to workers legally 
employed and injured within the territorial limits of the United 
States and Canada. As some employees may be able to assert 
their rights on a tort action in the courts, this policy is therefore 
also an employer’s liability coverage. 


Services of Carrier—The insurance company agrees to 
serve the employer by inspection of work premises covered by 
the policy as often as the company deems it necessary. Upon 
notice of injuries sustained by the employees, the company will 
conduct investigations, defend suits instituted against the em- 
ployer, and make settlements as required by law. The carrier 
will further pay all legal costs, the interest accruing after entry 
of judgment, and all other expenses incurred for investigation, 
negotiation, or defense. 


Premium.—The premium is based upon the entire remu- 
neration earned during the policy period by all employees en- 
gaged in the business operations of the employer described in 
the specific declarations of the policy. Any operations whether 
conducted in or outside the premises, are also included. 

The compensation of president, vice-president, secretary and 
treasurer of a corporation, however, is not usually counted in 
the total remuneration on which the premium is based. If the 
duties of any of these officers are ordinarily handled by super- 
intendents, foremen or workmen, the compensation of that offi- 
cer is included in the coverage. By statute, however, the com- 
pensation of executive officers may be included regardless of the 
nature of their work unless the officers elect to be excluded on a 
special form prescribed by the Industrial Commission, 


298 INSURANCE 


At the end of the policy period the actual amount of re- 
muneration earned during the period must be exhibited to the 
company. At this time the earned premium is adjusted in ac- 
cordance with the actual amount of remuneration at the rates 
and in the manner specified in the policy. The adjustment is 
also subject to a stipulated minimum premium below which the 
earned premium cannot fall. 


Obligations of the Company.—The obligations of the com- 
pany for workmen’s compensation benefits are the direct obliga- 
tions and promises of the company to any injured employee cov- 
ered by the policy, or in the event of his death, to his dependents. 
To each such employee the company is made directly and per- 
sonally liable and the contract may be enforced by the employee 
or a dependent in his name or on his behalf. Claims may be 
brought at any time or in any manner permitted by law against 
the company alone or jointly with the employer. 

The obligations and promises of the company are not affected 
by the failure of the employer to do or refrain from doing any 
act required by the policy; nor are they affected by any default 
of the employer after the accident in the payment of premiums 
or in the giving of any notice required by the policy or otherwise. 
The obligation and promises of the company are not affected by 
the death, insolvency, bankruptcy, legal incapacity or inability 
of the employer ; nor by any proceeding against him as a result 
of which the conduct of the employer’s business may be and 
continues to be in the charge of an executor, administrator, 
receiver, trustee, assignee, or other person. 

Various endorsements may be attached to the compensation 
policy to supplement or modify the contract as may be required 
in individual cases. To illustrate a few of the endorsements, 
reference will be made to several used in New York State: 


1. New York Standard. 

2. Excluding Executive Officers of Corporation 

3. Eliminating Statutory Medical Aid 

4, Voluntary Compensation 

5. United States Longshoremen’s and Harbor Workers’ Com- 
pensation 
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New York Standard Endorsement.—The purpose of this 
endorsement is to modify the various provisions printed in the 
body of the workmen’s compensation policy in order to con- 
form to the New York law and to the regulations of the Com- 
pensation Insurance Rating Board. This board determines 
rates for workmen’s compensation insurance carriers operating 
in New York State. 

The New York endorsement contains the following impor- 
tant provisions affecting the coverage of the standard work- 
men’s compensation policy. 


1. OccupationaL DisEAsEs.—Occupational diseases and 
infections are excluded from the employer’s liability coverage 
of the policy. 


2. CoNTRACTORS.—When the employer is a contractor en- 
gaged in a hazardous employment and subcontracts all or any 
part of his contract to one or more subcontractors, the re- 
muneration of employees of any subcontractor is included in 
the return of remuneration upon which the premium is com- 
puted. The same rule applies to the employees of a contractor 
with whom the owner of timber other than on farm land con- 
tracts to perform work involving hazardous employment. 


Remuneration as thus reported is considered the remunera- 
tion of the insured employee and is governed by the same 
terms, conditions, and requirements. 

When a contractor or subcontractor has secured compensa- 
tion for his employees as provided by the workmen’s compensa- 
tion law throughout the period required for the execution of 
the work, the employers of the contractor and subcontractor 
are not governed by the above rule. Proof of the security must 
be submitted by the employer to the company in the form of a 
certificate signed by the insurance carrier, which undertook the 
contractor’s or subcontractors’ risk. 

The contractor clause also does not apply when the con- 
tractor or subcontractor has qualified as a self-insurer. This 
qualification must be evidenced by submission to the com- 
pany of a copy of the written consent of the Industrial Commis- 
sioner. 
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EmpLover Coverace.—Every executive officer of the em- 
ployer, if a corporation, is considered an employee, irrespective 
of the nature of his duties. If, however, executive officers elect 
not to be brought within the provisions of the law, they must 
file with the company a copy of their election on a form pre- 
scribed by the Industrial Commissioner. Any executive officer 
whose remuneration is not made subject to the premium charge 
is wholly excluded from the provisions of the policy. 

The entire remuneration of each executive officer coming 
within the plan must be disclosed, subject to a maximum indi- 
vidual remuneration of $100 per week, if his actual remunera- 
tion is a greater amount. In the event an executive officer serves 
without compensation or at less than $30 per week, the premium 
is based on a minimum individual remuneration of $30 per 
week. The remuneration of each executive is assigned without 
division to the highest rated classification applicable to any 
duty which engages him for any part of his time. 

If the employer is a religious, charitable, or educational in- 
stitution, and its executives serve without remuneration, they 
are not included in the above plan unless the employer requests 
insurance covering the executive officers. In that event premium 
charges are applied to an agreed remuneration of $30 per week. 

A study of workmen’s compensation statistics indicates that 
risks producing small premiums apparently have a higher loss 
ratio than those producing large premiums. To correct this con- 
dition an extra charge called the loss constant, may be added to 
risks which produce premiums below a certain amount. Fur- 
thermore, the expense charge which is part of the manual rate 
is on a percentage basis disregarding the amount of premium 
produced by the insured. In order to correct an indicated dis- 
proportion in actual expense cost as between small and large 
risks, an expense constant may also be added to risks which pro- 
duce a premium below a certain amount. For example, the New 
York standard endorsement therefore provides that where the 
estimated premium, calculated by applying authorized rates to 
the estimated annual payrolls, is less than $500, a charge known 
as the loss and expense constant is added to the premium as 
shown on the New York rate sheets. If, however, the applica- 
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tion of the loss and expense constant produces a total premium 
exceeding $500, the loss and expense constant is reduced to an 
amount which will provide a total premium of exactly $500. 

No loss and expense constant is charged on a policy where 
the earned premium calculated by applying authorized rates to 
the total annual payrolls for operation in New York equals at 
least $500. 

The company and the compensation rating board are per- 
mitted at all reasonable times during the policy period to inspect 
the plants, works, machinery and appliances covered by the 
policy and are permitted during the policy period and any ex- 
tension thereof and within one year after the final termination 
of the policy to examine the employer’s records which indi- 
cate remuneration earned by employees of the employer or other 
persons covered by the policy or which show or tend to show 
the premium payable. 


Rates.—The policy is issued by the company and accepted 
by the employer subject to the rate manual and rating plans es- 
tablished by the Superintendent of Insurance. Classifications 
and rates of premium are subject to correction or modification in 
accordance with changes in the rate manual and rating plans. 
Any correction or modification is expressed by an endorsement 
stating the effective date of the rate change. 


Endorsement Excluding Executive Officers of Corpora- 
tion.—Under the New York State law, executive officers of 
corporations are regarded as employees and are deemed to be 
included in the cover of the policy unless they are expressly ex- 
cluded therefrom. The endorsement amends the policy to pro- 
vide, that the specifically named executive officers of the em- 
ployer are wholly excluded from all the provisions of the policy. 
The employer warrants that each of the named executive offi- 
cers has personally subscribed his name to the notice of election 
to be excluded as prescribed by the Industrial Commissioner. 

The company makes no premium charge on the remuneration 
earned by the named officers, and the employer saves the com- 
pany harmless, indemnifying the company for any loss sus- 
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tained because of the claims arising from injuries to any of 
the executive officers named in the endorsement. 


Endorsement Eliminating Statutory Medical Aid.—This 
endorsement provides for a reduced rate for the policy if the 
employer agrees to comply with all requirements respecting 
medical, surgical or other attendance or treatment, nurse and 
hospital service, medicine, crutches or other apparatus, and 
thereby frees the company from liability for these expenditures. 
The employer must maintain upon the premises either a dispen- 
sary or an emergency hospital during the entire period of the 
policy and must render the medical or surgical service, attend- 
ance or appliances prescribed by the company in conformity 
with rules of the workmen’s compensation rate manual. 

In the event of the insolvency or bankruptcy of the em- 
ployer which necessarily and unavoidably prevents him from 
complying with the provisions of this endorsement, all expenses 
incurred by the company become the immediate obligation of 
that employer and constitute a valid and incontestable claim 
against his insolvent or bankrupt estate. 


Voluntary Compensation Endorsement.—This endorse- 
ment is used when the employment covered does not come 
within the provisions of the workmen’s compensation law. 

When an employee sustains injury or death in the course of 
an employment and under such circumstances as would have 
rendered the employer or company liable if the employment 
had been included in the workmen’s compensation law, the com- 
pany will voluntarily pay on behalf of the employer the cus- 
tomary medical, surgical and other statutory benefits. This ex- 
tended coverage, however, is subject to all the limitations, pro- 
visions and requirements of the workmen’s compensation law. 


ASSIGNMENT AND RELEASE.—In consideration of these vol- 
untary payments, the injured employee or any person receiving 
benefits through him must execute a full release of all claims for 
damages against the employer in the manner required by the 
company. In addition, he must execute an assignment to the 
company of any right of action against any person, company or 
estate which may be liable for the injury or death. The em- 
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ployer is obviously excluded from this list by reason of his full 
release from liability. 

In the event that the insured dies as a result of injuries sus- 
tained in an occupation not included in the workmen’s compen- 
sation law and any one claiming benefits accepts the voluntary 
payment provided by the endorsement with knowledge of the 
stipulated release or assignment, he is estopped from asserting 
that the release or assignment is not binding upon him. 

If the company recovers from the party at fault an 
amount in excess of the compensation and the statutory benefits 
voluntarily paid, the company will pay the excess less necessary 
expenses to the person executing or affirming the assignment. 
The company has full discretion to proceed against the party 
at fault or to settle with him either without or during the pend- 
ing of litigation. 

Ricuts oF DissENTERS.—An injured worker or a person 
claiming under him may refuse to accept the voluntary pay- 
ments provided by the endorsement. In that event the company 
can withdraw its voluntary proposal without notice. Any claim, 
suit or demand made or prosecuted for damages is considered 
as refusal to accept voluntary compensation. The company then 
becomes in effect liable under the employer’s liability terms of 
the policy as completely as if the endorsement had never been 
written. 


United States Longshoremen’s and Harbor Workers’ 
Compensation Endorsement.—This endorsement applies to 
workmen who come within the provisions of the United States 
Longshoremen’s and Harbor Workers’ Compensation Act. In 
this endorsement the company agrees to abide by all provisions 
of this Act and by all lawful rules, regulations, orders and de- 
cisions of the United States Employees’ Compensation Commis- 
sion and of the Deputy Commissioner having jurisdiction. 


Accident Prevention.—Various agencies are interested in 
the prevention of accidents, including industrial, public and 
home accidents. Certain of these organizations, such as the 
manufacturers of safety guards and devices, are active in this 
field for the profit involved, nevertheless they perform a vai- 
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uable service to the community by developing the various forms 
of highly effective and efficient safeguards which, when prop- 
erly used, reduce the accident frequency and accident cost. 
These concerns make detailed and technical studies of the vari- 
ous causes of accidents, and the guards and safety devices 
which they develop are the result of these investigations. Other 
agencies are educational. The National Safety Council, for ex- 
ample, issues pamphlets and educational literature for distribu- 
tion to factories, schools, the general public. They, at times, 
use motion pictures and safety and lantern slides showing 
different subjects pertaining to accident prevention. 

The American Society of Safety Engineers, the engineering 
section of the National Safety Council, consists of members in 
various parts of the country devoted to safety engineering. 
They study the causes and effects of all forms of industrial and 
public accidents and occupational diseases, and devise preventa- 
tive methods based on engineering standards and education. 
The American Society of Safety Engineers, at the request of 
state departments, draws up safety codes. The Society holds 
conferences in various parts of the country for the benefit of 
its members, and at these meetings the latest developments in 
accident prevention are discussed by the best engineers in the 
field. 

The American Museum of Safety has permanent exhibits 
showing types of guards for industry. 

The International Association of Industrial Accident Boards 
and Commissions has as its primary purpose the standardiza- 
tion of reports of industrial accidents in the different states. 
This standardization is designed to promote a study of the 
causes and effects of various accidents, and to obtain compa- 
rable statistics for the various states. Studies are also made to 
determine means of reducing accidents, the cost of conducting 
industrial hospitals, and other factors. 

The state governments are actively interested in accident 
prevention through their departments of labor. They sponsor 
statutes prohibiting minors from working at dangerous occu- 
pations, and provide for the safeguarding of workers. In ad- 
dition, many states carry on educational campaigns in which 
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state representatives visit factories and give lectures to the em- 
ployees, using motion pictures and safety literature. 

Some of the large employers of labor in the country have be- 
come actively interested in industrial accident prevention, and 
are conducting effective safety work in their plants and among 
their employees without outside assistance. In every instance 
where this safety work has been carried on in a sincere manner, 
results have been gratifying. 

The contribution of the insurance companies to accident pre- 
vention has been made through inspections, recommendations 
for safeguarding equipment, and the use of merit rating plans. 


Merit Rating Plans.—It is a fact that two employers, in 
the same industry with the same payroll and the same premium, 
may have plants with varying physical conditions. One em- 
ployer may closely guard the safety of his employees, and the 
other may give little attention to this matter. Frequently, the 
attitude of the employer toward safety is reflected in his loss 
experience. 

Three merit rating plans are employed to induce employers 
to pay attention to the physical condition of their plants and 
minimize losses: 


1. Schedule Rating Plan, which measures the physical condi- 
tion of the employer’s plant. 

2. Experience Rating Plan, which adjusts the premium on 
the basis of the past loss experience of the individual 
employer. 

3. Retrospective Rating Plan, which gives weight to the loss 
experience in the current policy year of the individual 
employer. 


It must be remembered that the manual rate in compensa- 
tion insurance represents the average rate in the various indus- 
tries, described by the respective classifications. Merit rating 
increases or reduces the manual rate, in accordance with the 
plant conditions and the loss experience of the employer. The 
scheme, therefore, offers an incentive to the employers of labor 
to prevent accidents by physical improvements of their plants 
and by encouraging the proper morale among the employees. 
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Schedule Rating.—Schedule rating is used in a few states 
primarily in connection with manufacturing risks. This plan 
attempts to measure the physical elements of risk by listing the 
more important physical hazard-producing qualities of the en- 
vironment. Charges or credits are then made for those condi- 
tions which are below or above standard. 


After rates have been adjusted for the physical condition of 
the plant, full consideration must be given to the personal fac- 
tor. Several plants with the same physical condition may pro- 
duce variable losses largely because of the general morale of the 
respective plants. To promote higher morale, rate reductions 
are accordingly offered for the maintenance of internal safety 
organizations to reduce accidents and plant hospitals to check 
losses. 

Theoretically, the schedule rating plan might be applied to 
any type of risk. In practice, however, the plan is applied only 
to factories carrying on hazardous operations. The plan is not 
adapted to construction operation, because there is a constant 
shifting of the point where construction is being done. There 
is no possibility of producing tangible results which can be 
measured, as in the case of operations conducted in a factory 
at a single point. In practice, risks producing a small amount 
of premium are excluded, since the variation in premiums would 
not furnish sufficient incentive to employers. Furthermore, the 
cost of securing the variation in premiums would not be jus- 
tified by the total results obtained. 


Experience Rating.—The schedule rating plan considers 
primarily the physical condition of the plant. There is, how- 
ever, another factor that must be considered in order to make 
rates properly for an individual risk. Since the manual rate is 
an average rate for the classification of operations it may not 
precisely be an index of the risk assumed by the insurance car- 
rier in covering a given employer. Therefore, due recognition is 
given to qualified employers with risks which produce losses 
below the normal or to those which produce greater losses. To 
effect this, the experience rating plan is used, though not for 
risks producing a small amount of premium. To ascertain the 
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variation from the manual rate, analysis is usually made of the 
past experience of the insured, as for example in one state for 
a period of 48 months. In practice, the experience for the period 
of 12 months prior to the effective date of the policy is excluded. 


EXPERIENCE RatinG RuLes.—Various problems which 
have arisen in the operation of experience rating plans have 
been met by the codification of certain rules. A few of the more 
important may now be considered as used in some states. 


1. Combination of Risks for Experience Rating. Separate 
legal entities constitute separate insureds and the operations of 
each constitute separate risks. For the purpose of this rule, a 
copartnership or an unincorporated association as such, is con- 
sidered a separate legal entity. 


2. Use of Past Experience. The experience on all opera- 
tions, whether or not normal to the insured’s business, is used 
in adjusting rates. This rule applies regardless of any change 
in ownership, control or management, except upon acquisition 
of the entire assets and good will of an enterprise under the 
following circumstances: 


a. Purchase or inheritance by a new individual owner not 
previously identified with the management of the retiring 
establishment. 

b. Purchase by a newly formed copartnership, the majority 
interest in which is held by a group of new owners not 
identified with the ownership or management of the re- 
tiring establishment. 

c. Purchase by a newly formed corporation, the majority in- 
terest in which is held by a group of new owners, pro- 
vided the majority of the board of directors elected by 
the new owners were not individual owners, partners or 
directors of the retiring establishment. 


3. If an establishment sells a part of its assets, but otherwise 
continues to operate its business, all experience incurred prior to 
the sale must be used in future ratings of the risk. 

4, If two or more establishments are merged or consolidated, 
either by means of a new corporation or copartnership formed 
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for the purpose of perfecting the merger or by the purchase of 
the entire assets and good will of the several units by an existing 
establishment the experience of all the establishments so merged 
must be combined for future rating of the consolidated opera- 
tions. 


Retrospective Rating Plan.—The Experience Rating Plan 
and, to some extent, the Schedule Rating Plan depend upon the 
past experience of the insured. An employer who believes he 
will have an excellent current experience may, however, wish to 
give immediate effect to this experience. The Retrospective 
Rating Plan was designed for this purpose. 

The insured has the option of using the plan for all his 
operations or of limiting it to the operations in a specific state, 
subject to acceptance by the insurance company. The insured 
must express his choice before the inception period of the policy. 

If the employer does accept the Retrospective Rating Plan, 
the rate for the current policy is adjusted after the termination 
of the policy period. Losses are then valued as of a date not 
earlier than 18 months nor later than 20 months after 
the rating date. The premium for the current policy period 
will be decreased or increased depending upon the premium and 
losses developed for the period. Two further premium adjust- 
ments are made at 12-month intervals thereafter. The third 
adjustment is usually final. 


CHAR TLERGIG 
AUTOMOBILE INSURANCE 


Automobile Hazards.—The development of the automobile 
has introduced a new series of hazards for which insurance has 
provided protection. The hazards may be divided into two 
classes, unlimited exposure and limited exposure. When an in- 
dividual drives an automobile he runs the chance of injuring 
a number of persons or of damaging the property of others. To 
determine in advance the amount of the losses that he might 
cause is impossible. Protection against the unlimited expo- 
sure may be provided by automobile bodily injury liability and 
property damage liability insurance. On the other hand, his 
own automobile may be damaged by colliding with another 
object, or the glass in his automobile may be broken. Again, his 
automobile may be stolen, burned, or lost while being trans- 
ported, or it may be damaged through riot, earthquake, or in 
some other way. 

The maximum loss for hazards to his own automobile de- 
pends on its value. Protection against the limited exposure may 
be provided by automobile collision insurance, automobile fire 
and theft insurance, and modification of the automobile fire and 
theft policy. 

Anyone injured through the use of an automobile has an 
action for damages arising out of the operation of the automo- 
bile when someone has been at fault. This fault may be a viola- 
tion of statutory law or of common law principles relating to 
negligence. Under the common law anyone using an automo- 
bile is negligent if his conduct has fallen below that of a rea- 
sonable man in like circumstances. His liability is ascertained 
by trial by jury or by a judge. If the injured party is guilty of 
contributory negligence, however, he cannot recover damages, 
unless the conduct of the automobile operator is wanton, willful 
or reckless, In addition, although the injured was negligent he 
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may recover under the theory called “the last clear chance.” 
Under this theory the defendant would recover if the operator 
of the automobile could have seen and recognized the danger 
and avoided it, but nevertheless failed to do so. In many states 
laws have been enacted providing that the owner of the auto- 
mobile may be liable where the automobile is driven with his 
consent. An owner of an automobile may protect himself 
against possible financial loss under various circumstances by 
purchasing automobile bodily injury and property damage insur- 
ance. 


Automobile Bodily Injury Liability Policy.—The automo- 
bile bodily injury liability policy covers the liability which may 
be imposed upon the insured by law for bodily injuries or deaths 
caused by accident and arising out of the ownership, mainte- 
nance, or use of the insured automobile for purposes specified 
in the policy. 

Deductible bodily injury liability insurance is also available. 
Under this form the insured contributes towards the liability 
for each accident up to the deductible amount. The deductible 
amount applies to the loss portion of the claim and not to the 
expense incurred by the company. The plan is available for 
fleets of five or more automobiles and the minimum amount 
deductible is $100 from each claim. 

In addition, the company agrees to defend any action against 
the insured, make all necessary investigations to determine the 
insured’s liability, and to settle any claim. Within the limits 
set by the policy, the company will pay any judgment rendered 
against the insured, including court costs. 


The word automobile means the motor vehicle trailer or 
semi-trailer described by the policy. It also includes a trailer 
other than a “trailer home” while used exclusively for personal 
pleasure or any family purposes other than business purposes, 
if the automobile is classified as pleasure and business. 

If the policy covers a private automobile, the policy covers 
for personal pleasure, family and business use. If the policy 
covers a commercial automobile, the policy covers for business 
occupation of the named insured, including occasional use for 
personal pleasure and family and other business purposes. 
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Limits.—The policy provides for a standard limit of $5,000 
for injury to one person in one accident including damages for 
care and loss of service, and, subject to the same limit for each 
person, the standard limit for all persons injured in any one 
accident is $10,000. Assume that five people were injured and 
each one recovered a $3,000 judgment, making a total of 
$15,000. Maximum liability of the company would be $10,000, 
and insured would have to pay the additional $5,000. If one 
person was injured in an accident and recovered a judgment of 
$6,000, insurance company would pay $5,000 and the insured 
$1,000. The limits can be increased on payment of an additional 
premium. The company is liable for interest due on the judg- 
ment until it has deposited in court such part of the judgment 
as does not exceed limit of company’s liability stated in policy. 

TrrRIToRY.—The policy applies to accidents which occur 
within the United States of America, Canada, Newfoundland 
or while on a vessel between ports within these territories. 

ADDITIONAL INTEREST CLAUSE.—The policy will also pro- 
tect persons using the automobile to whom the insured has 
granted permission. The additional interest clause does not 
apply to bodily injury or death sustained by a named insured. 
Suppose, for example, the insured who gave a friend permission 
to drive the insured’s car, was injured as a result of his friend’s 
negligent driving. If the insured then sued his friend and re- 
covered a judgment, he could not hold the company liable. 

Persons and organizations operating automobile repair 
shops, public garages, sales agencies, service stations, or public 
parking places, and their agents and employees are not covered 
by the additional interest clause with respect to any accidents 
arising out of their occupation. Furthermore, any employee of 
an insured is not covered with respect to any action brought 
against the employee because of accident to another employee 
of the same insured, injured in the course of employment in an 
accident arising out of maintenance or use of the insured auto- 
mobile in the business of the insured. 

AUTOMATIC INSURANCE FoR NEWLY ACQUIRED AUTOMO- 
BILES.—If the insured acquires another automobile, the insur- 
ance applies to the other automobile as of the time of its 
delivery to him: (a) if it replaces an automobile insured by the 
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policy and only to the extent the insurance is applicable to the 
replaced automobile; (b) if it does not replace the automobile 
described by the policy if the company insures all automobiles 
owned by the named insured at the time of such delivery, but 
only to the extent the insurance is applicable to all such 
previously owned automobiles. The insurance terminates upon 
the replaced automobile at date of delivery. The insured is 
required to notify the company within ten days after delivery. 


ASSIGNMENT.—No assignment of interest in the policy is 
binding upon the company until its consent has been endorsed 
upon the policy. In the event of death, bankruptcy, or insol- 
vency of the named insured during the policy period, the policy 
will, under stated conditions, cover the liability of persons other 
than the named insured. 

If the insured dies or is adjudged bankrupt or insolvent, 
within the policy period, the policy if written notice is given 
within 30 days after the death or adjudication covers the in- 
sured’s legal representative and any person having proper tem- 
porary custody of the automobile until legal representatives are 
appointed and have qualified, but not for more than 30 days after 
the insured’s death or adjudication. 


Duties or INSuRED.—The insured is required to give notice 
of all accidents as soon as practicable. The company bears the 
expenses of his cooperation, except as to the insured’s loss of 
earnings. The insured is not permitted to incur any expense 
other than for immediate surgical relief. He can assume no 
liability or settle any claim except at his own expense. Like- 
wise, he must agree not to interfere in any legal proceeding or 
negotiation for settlement. 


Exc.usions.—The policy provides that the insurance com- 
pany will not be liable for the following : 


1. Any obligations assumed by or imposed upon the insured 
by any workmens’ compensation law. 

2. Any liability assumed by the insured under any contract 
or agreement. 

3. Operation by a person less than 14 years of age or in vio- 
lation of any state, federal, or provincial statute as to the 
age or occupation of the operator. 
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4. Use of automobile in any prearranged race or competitive 
speed test. 

5. Accidents occurring after transfer during the policy period 
of the owner’s interest, without the company’s consent. 

6. Towing a trailer, unless the trailer is similarly insured by 
the same company, or while any insured trailer is used 
with an automobile not covered by like insurance in the 
same company. 

7. Use of automobile in the business of demonstrating or test- 
ing or as a public or livery conveyance. 

8. Used to carry passengers for a charge, unless so covered. 

9. While such person is in the automobile declared use of 
which is commercial if more than 8 persons are then in 
the automobile and it is being used for purposes other 
than the business of the named insured. 

10. Accidents to employees while engaged in the business of 
the insured (except domestic employment) or in the 
operation, maintenance, or repair of the automobile. 


FINANCIAL RESPONSIBILITY.—The insurance provided by 
the policy must conform to the provisions of the motor vehicle 
financial responsibility law of any state or province which 
shall be applicable with respect to any such liability arising from 
the use of the automobile, to the extent of the coverage and 
limits of liability required by such law, but in no event in ex- 
cess of the limits of liability stated in the policy. The insured 
must reimburse the company for any payment made by the com- 
pany on account of any accident, claim or suit, involving a 
breach of the terms of the policy and for any payment the com- 
pany would not have been obligated to make under the pro- 
visions of the policy except for this special agreement. Further 
reference to this subject will be made in this chapter. 


Automobile Property Damage Liability Insurance.— 
Property damage insurance is usually written with the bodily 
injury policy and protects against liability for injury or de- 
struction of the property of others, including loss of use. The 
damage must result from an accident arising out of the owner- 
ship, maintenance, or use of the automobiles covered by the 
policy. In addition to the exclusions found in the bodily in- 
jury policy, the property damage policy does not cover damage 
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to property owned, rented, leased, hired, in charge of or trans- 
ported by the insured. In connection with automobiles used for 
commercial purposes, the policy includes liability for damage to 
property caused by loading and unloading of goods. 

The policy is written with a limit of $5,000 for any one 
accident. For example, if a judgment is rendered against the 
insured for $6,000 on account of damaging property of another, 
he must personally pay $1,000. Higher limits can be obtained 
on payment of an additional premium. 


DepucTIBLE Property DAMAGE PoLicy.—Automobile 
property damage insurance is also available with provision for 
deductible amounts of $25, $50, or $100 per accident. The de- 
ductible amount applies to the loss portion of the claim and not 
the expense incurred by the company. This form is not avail- 
able, however, for private passenger automobiles unless they are 
part of a fleet of five or more automobiles or covered under a 
garage payroll policy. Fleet and garage coverage will be dis- 
cussed later in this chapter. 


Automobile Collision Insurance.—Protection against the 
damage to the owner’s automobile resulting from the impact of 
the owner’s car with another object, whether the object is mov- 
ing or stationary, is provided by collision insurance. This form 
of insurance is purchased by the owner of the automobile, and 
the insurance company agrees to repair the car or to pay the 
cost of the repairs or replacement subject to any policy limita- 
tion made necessary as a result of a collision. There have been 
many legal decisions attempting to define the meaning of the 
word “collision.” As a protection to the policyholder, the policy 
provides that losses due to the upsetting of the car are covered 
under a collision policy. Some of the policy provisions of auto- 
mobile collision coverage are like those of the automobile bodily 
injury policy. The important exclusions stated in the col- 
lision policy provide there is no coverage under the collision 
policy if damage is caused: (1) directly or indirectly by fire; 
(2) if damage consists of injury to any tire unless caused by an 
accidental collision or upset of the automobile which also results 
in any other damage to the automobile. 
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CoLiis1ion DEDUCTIBLE CLAUSE.—The insurance companies 
have found automobile collision insurance a difficult line of in- 
surance to handle at times, especially if all losses, however 
trivial, must be paid. 

The direct relationship existing between the insurance carrier 
and insured may produce a delicate situation wherein the inter- 
est of the insured is opposed to the interest of the insurance 
company. This need not exist where a third party is trying to 
hold the insured responsible for claims which the insurance com- 
pany must ultimately pay. Furthermore, it is expensive to in- 
vestigate small claims. 

The insurance companies may prefer to issue an automobile 
collision policy with a clause known as the “deductible clause.” 
When this clause is attached to a policy, the insurance company 
is not required to pay the full cost of any damage due to a col- 
lision. Suppose that, for example, the insurance company has 
issued a policy with a $100 deductible clause and a collision oc- 
curs requiring repairs for $150. The liability of the insurance 
company is $50. The insurance company is not liable unless the 
amount is in excess of $100, and the liability is limited to the 
amount above $100. The amount of $100 is deducted from the 
amount of damage caused in each and every accident. 


CONVERTIBLE CoLLision.—A special form of full collision 
coverage is called convertible collision. This form requires the 
insured to pay a portion of the regular premium at the incep- 
tion of the policy. If the company pays no losses during the 
year, the insured is not liable for the remaining portion of the 
premium. Should he have a loss the insured must pay the bal- 
ance of the premium due if he desires to collect. Thus, suppose 
the full collision premium is $100, and the insured paid $63 in- 
itially. If he subsequently suffered a loss of $75, the insured 
must pay the balance of the premium and the company is liable 
for the loss. He is then insured for the balance of the year with 
full collision coverage. 


Automobile Fire Insurance.—Protection against loss of or 
damage to an automobile through fire is provided by automobile 
fire insurance. In addition to the fire coverage, the policy also 
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protects against loss by lightning, and by the sinking, strand- 
ing, collision, burning or derailment of any conveyance in which 
the automobile is carried on land or water, including general 
average and salvage charges, for which the insured is legally 
liable. The fire insurance policy may also be endorsed to cover 
the following perils: 


. Tornado 

. Cyclone 

. Windstorm 

Hail 

Earthquake 

Explosion 

Water damage 

. Riot, insurrection, and civil commotion 
. Falling aircraft 


OANAMAWNS 


There are two forms used to insure automobiles. These are: 
(1) the actual value policy, (2) the stated amount policy. 


1. AcruaL VALUE Poticy.—The actual value form is writ- 
ten without mentioning any specific amount as the value of the 
automobile. In case of loss, recovery is based upon the actual 
value of the automobile at the time of loss with proper deduc- 
tions for depreciation. 


2. StaTED AMouNT Poticy.—This form is written with a 
definite amount stated as the amount of insurance. However, in 
the event of loss the recovery is based upon the actual cash value 
at the time of loss with the limitation that the recovery cannot 
exceed the stated amount of the policy. 

In order to illustrate the use of these forms assume an auto- 
mobile was insured on (1) an actual value form, or (2) a 
stated amount policy for $600. At the time of loss the replace- 
ment value of the automobile was $800. Under the actual value 
form the insured would receive $800, but under the stated 
amount he would receive $600, as that is the limit of the policy. 

Many of the general provisions of the automobile fire in- 
surance policy are similar to those of the automobile bodily in- 
jury policy and the standard fire insurance policy. Special ex- 
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clusions of the automobile fire insurance policy provide that 
there is no liability for loss: (1) due to the burning of robes, 
wearing apparel and personal effects or extra bodies; (2) caused 
directly or indirectly by invasion, insurrection, riot, civil war or 
commotion, military, naval or usurped power or‘ by order of 
any civil authority. 


Automobile Theft Insurance.—Protection against the 
theft, robbery and pilferage of an automobile is provided by 
automobile theft insurance. 

In the event that a private passenger automobile is stolen, 
the company will, upon presentation of the original rental 
receipts, pay any expense (not exceeding five dollars for any 
one day).actually incurred by the insured for the rental or hire 
of any automobile. The time covered is the period commencing 
seventy-two hours after the theft of the automobile was reported 
to the police authorities and continuing (though not beyond 
sixty days from the date of the theft) until the whereabouts 
of the insured automobile, regardless of its then condition, 
becomes known to the insured, the company or the police au- 
thorities. If, however, settlement is made sooner with the in- 
sured for the theft of the automobile, the company’s liability 
ceases simultaneously with the making of the settlement. The 
company is not liable for an amount in excess of the actual cash 
value of the automobile at the time of theft. 

This form of coverage is usually not sold unless written in 
connection with the automobile fire insurance policy for a like 
amount. 

There are two forms: (1) broad form, and (2) limited form. 
These will now be discussed. 


Broap Form.—The broad form covers theft, robbery and 
pilferage, but excludes those losses which are caused by the 
following: 

1. Persons in the insured’s household. 


2. Persons in the insured’s service or employment, whether 
or not during the ordinary hours of employment. 
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3. Persons, firms, or corporations to whom the insured volun- 
tarily parts with title or possession whether or not in- 
duced to do so by false pretense or fraudulent schemes. 


4, Wrongful conversion, embezzlement, secretion by a mort- 
gagor, vendee, lessee or other person in lawful possession 
of the insured property under a mortgage, conditional 
bill of sale, lease or other agreement, whether written or 
verbal. 


5. Tools or repair equipment. This exclusion does not apply, 
however, in event of theft of the entire automobile. 


RESTRICTED ForM.—The restricted form is similar to the 
broad form, except as to adjustment of losses when the entire 
automobile is not stolen. For any automobile listed F.O.B. fac- 
tory at $999 and under, $25 is deducted from the amount of 
any partial loss. Where the automobile is listed at a higher 
figure, $50 is deducted from the amount of loss. 


Endorsements under Automobile Fire and Theft Insur- 
ance.—By means of the following endorsements, coverage may 
be extended under the automobile fire and theft insurance 
policy. 

Towing charges 

. Riot and civil commotion 

. Flood and rising water 

Special combined additional coverage 

Plate glass 

Tornado, cyclone, windstorm, hail, earthquake, explosion 
and water damage 

7. Personal effects 


AnRONE 


TowinGc CuHArGES.—Two forms of coverage are available 
for payment of towing charges: (1) towing and road service 
expense; (2) towing and emergency service expense. 

Under the towing and road service endorsement, the com- 
pany agrees to reimburse the insured for towing and road serv- 
ice expenses necessitated by the disablement of his automobile 
while on the road outside the limits of his premises. The com- 
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pany’s liability is limited to $10 in any one case. Receipted bills 
must be submitted to substantiate each claim. 

The towing and emergency service expense endorsement pro- 
vides for reimbursement of the insured for towing and emer- 
gency service expenses necessitated by the disablement of auto- 
mobile described in the policy. As in the case of the towing and 
road service expense form, $10 is the limit of liability in any 
one case. Furthermore, both forms exclude the cost of parts 
or replacements, gasoline, oil, batteries, or tires. 


Riot AND Civit Commotion.—This endorsement extends 
coverage to losses resulting from insurrection, civil commotion 
and riots, including those attending a strike. The company as- 
sumes no liability, however, for losses caused by military, naval 
or aerial forces of foreign enemies. Losses resulting from con- 
fiscation or authorized destruction by duly constituted govern- 
mental or civil authorities are likewise excluded. Furthermore, 
the endorsement does not cover losses sustained while the auto- 
mobile is used in military or police service. 


FLoop AND Rising WaATER.—This endorsement covers dam- 
age caused by the rising of navigable waters; the overflow or 
breaking of boundaries of ponds, lakes or streams; or the acci- 
dental discharge or leakage of water from pipes, conveyors or 
tanks. There is no liability for losses caused by rain, snow, 
sleet, normal or abnormal tides, and overflow of seawalls. 

SPECIAL COMBINED ADDITIONAL COVERAGE.—By this one 
endorsement, the coverage afforded by the automobile fire and 
theft insurance policy is extended to include the following 
hazards: 

1. Tornado, windstorm, cyclone, earthquake and water dam- 
age. 

2. Riot and civil commotion, as described in the separate en- 
dorsement covering these hazards. 

3. Flood and rising water, as described in the separate en- 
dorsement covering these hazards. 

4, Damage caused by falling aircraft within specified limits. 


Falling aircraft coverage applies when the loss results from 
the fall or forced landing of an airplane, seaplane, or other 
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flying machine, or from the fall of any part of the equipment 
of an aircraft, even though the entire machine does not fall. 
No coverage is provided, however, when the loss is sustained 
while the automobile is within the confines or parked within a 
specified distance from any regular landing field, testing field, 
beach or airport landing field. 


PLATE GLass.—This form covers the accidental breakage of 
any glass permanently attached to or forming a part of the 
structure of the automobile. No coverage is provided, however, 
for glass in outside lighting apparatus and outside mirrors. 

The company is not liable under the plate glass endorsement 
for any part of the loss or damage when covered by other in- 
surance unless the insurance provides for the deduction of a 
specified amount from each loss. In that event, the company 
is liable for no more than the amount deductible in the other 
insurance. 


ToRNADO, CYCLONE, WINDSTORM, HaIL, EARTHQUAKE, 
EXPLOSION AND WATER DAMAGE COVERAGE.—This endorse- 
ment covers tornado, cyclone, windstorm, hail, earthquake, ex- 
plosion, accidental and external discharge or leakage of water. 
Damage caused by rain, sleet, snow, flood, rupture of tires and 
explosion within the combustion chamber of an internal com- 
bustion engine are excluded. 


PERSONAL Errects.—Personal effects are insured by this 
endorsement against the perils of fire, lightning, and transpor- 
tation. Robes, wearing apparel, and personal effects must be 
the property of the insured or of a member of his household to 
come under this coverage. 

The personal effects endorsement does not cover the property 
of boarders, guests, and employees, even though damaged while 
in the insured automobile. Other exclusions are salesmen’s sam- 
ples, merchandise for sale or exhibition, theatrical wardrobes, 
accounts, bills, currency, deeds, money, notes, securities, and 
other evidences of debt. Finally, no coverage applies for any 
property specifically or otherwise insured. 


Comprehensive Policy.—The various coverages obtainable 
by endorsement as well as other coverages may be obtained in 
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the comprehensive material damage policy. This is available in 
five forms, which are written with the stated amount or actual 
value form: 


i 
Ze 
3 


4, 
oy 


Full coverage applying to all losses. 

Full coverage on all losses with convertible collision. 
Full coverage on all losses, with a deductible applying to 
collision. 

Full coverage on all losses excluding collision. 

Deductible applying to all losses. 


Some of the hazards covered by the policy are: fire, theft 
or attempted theft (broad form), tornado and windstorm, 
breakage of glass, explosion, earthquake, flood, water damage, 
riot and civil commotion, malicious damage and vandalism, 
transportation peril, acid damage, hail, falling aircraft. 


ExctLusions.—The comprehensive form is not available for 
commercial cars. While it relieves the policyholder of the in- 
convenience of obtaining separate policies and endorsements for 
broad coverage, the comprehensive form is nevertheless subject 
to certain exclusions, such as the following: 


cE 
7, 
Oo 
4. 
5, 


6. 


he 


Loss of use: 

Depreciation. 

Robes, wearing apparel and other personal effects. 

Wear and tear, mechanical or electrical breakdown, fail- 
ures or breakages, freezing, damage to tires unless a 
result of a loss covered by the comprehensive policy. 

Theft, robbery or pilferage of tools or repair equipment 
except when the entire automobile is stolen. 

Wrongful conversion, embezzlement, or secretion by a 
mortgagor, vendee, lessee or other person in lawful pos- 
session of insured property under a mortgage, conditional 
sale, lease or other contract or agreement whether writ- 
ten or verbal. 

War, invasion, military or naval usurped power, or confis- 
cation or authorized destruction by duly constituted au- 
thorities. 


Garage Keeper’s Legal Liability Automobile owners may 
suffer loss while their automobiles are in a public garage. A 
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garage owner may protect his customers against this hazard by 
purchasing a garage keeper’s legal liability policy. 

This policy protects the insured against liability for losses 
resulting from the perils of theft, fire, and explosion, except 
the explosion of tires. The company will indemnify the insured 
for damage to property of others in the custody of the insured 
for storage, repairs or safekeeping: (1) when in the premises 
specified by the policy; (2) while temporarily removed from the 
named location for the purpose of testing in connection with re- 
pairs made by the insured; (3) while being called for or deliv- 
ered under the terms of the contract between the insured and the 
owner. 

The policy also covers legal expenses incurred by the insured 
with the company in connection with coverage granted by the 
policy. A maximum limit of liability is designated, however, 
for each location covered depending upon the stipulated maxi- 
mum number of automobiles stored. 


Exciusions.—The garage keeper’s liability policy does not 
cover the following perils and losses: 


1. Theft, except when an entire automobile is stolen. 

2. Loss for damage to robes, personal effects, and merchan- 
dise whether or not the automobile in which they are 
contained is damaged or stolen. 

3. Loss on any automobile owned by the insured, his em- 
ployees, or members of his family. This exclusion ap- 
plies to members of partnerships and officers of corpora- 
tions and their respective families. 

4. Liabilities of the insured covered by other insurance, 
whether valid or invalid. 

5. Liabilities assumed by the insured under oral or written 
contract or agreement. 


LIMITATION OF LiaBILIry.—The premium is fixed on the 
understanding that the number of automobiles in the custody 
of the insured for storage, repairs or safekeeping in each of the 
named premises does not exceed the number specified in the 
policy. If the automobiles of others are in excess of the limit 
set for a location at the time of loss, the company is not liable 
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for a greater proportion of the amount for which it other- 
wise would have been liable than the number of cars specified 
in the policy bears to the actual number at the location at the 
time of loss. 


Duties oF INsureD.—The insured must maintain a per- 
manent record of every automobile placed in his custody for 
storage, repairs, or safekeeping. The company has the right 
at all reasonable time to inspect the books and records of the 
insured. 

Upon request of the company, the insured must aid in effect- 
ing settlement. He must strive to secure information and the 
attendance of witnesses. 

Without previous written consent of the company, the in- 
sured cannot voluntarily assume any liability or interfere in any 
negotiation or legal proceeding for settlement. If he incurs any 
expense or settles any claim without permission of the com- 
pany, he does so at his own expense. 


PREMIUM CHARGES.—AUTOMOBILE BopILy INJURY AND 
PrRoPperTY DAMAGE PREMIUMS.—Similar methods are used to 
determine the premium charge for these two forms of coverage. 
All motor vehicles are divided into four general classes for the 
purpose of rate making as follows: 


1. Private passenger automobile 

2. Commercial automobile 

3. Public automobile 

4, Automobile dealers, repair shops, storage garages, and 
service stations 


Definitions of these classifications may be helpful. A pri- 
vate passenger automobile is a motor vehicle of the private pas- 
senger type, unaltered, and used for pleasure or business pur- 
poses. This classification also includes motor vehicles altered 
by the attachment of a small box and also motor vehicles with 
pickup body or delivery sedan used to transport tools or ma- 
terials or to carry samples but not used for wholesale or retail 
delivery. 

A commercial automobile is a motor vehicle of the truck 
type used for the transportation of goods and other business 
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purposes. This classification includes motor vehicles of the pri- 
vate passenger type which have been altered and also motor 
vehicles of the pickup body or delivery sedan type used for 
wholesale or retail delivery. 

The public automobile classification includes any automo- 
bile used to carry passengers for compensation. In this group 
fall public and private livery automobiles, taxicabs, hotel omni- 
buses, jitney busses, school busses, and the like. The final clas- 
sification covers those enterprises engaged in selling, storing, 
and servicing automobiles. The automobile dealer is a risk 
principally engaged in the selling of automobiles. The auto- 
mobile repair shop is the risk whose principal business it is to 
repair automobiles and their motors and chassis. The automo- 
bile storage garage is defined as a risk principally engaged in 
storing, parking, washing, and cleaning automobiles. 

The functions of the automobile service station, as defined 
in the fourth classification are broad. The risk may be prin- 
cipally engaged in the business of operating a public gasoline 
or oil supply station or operating a public service station and 
its major operations may consist in washing, cleaning, or greas- 
ing operations or in the selling or servicing of incidental auto- 
mobile parts and accessories. The fourth classification also 
includes body, fender, radiator repair, and paint shops. 


Private Passenger Automobile Premiums.— 


1. Territory. The hazard varies throughout the United States, 
as to density of population, automobile traffic and legal conditions. 

2. Classes of automobiles. Cars are divided into three classes, 
W, X, Y—W for least hazardous, Y for most hazardous. 

Private passenger automobiles, owned by individuals and not 
by corporations, are again divided into four sections: 


Class A includes private passenger automobiles, the use of which 
is not required by the duties of the named insured or of any other per- 
son customarily operating the automobile at his occupation, business or 
profession, except in going to and from his principal place of occupa- 
tion, business or profession. 

Class A-l—any private passenger automobile which qualifies for 
Class A, provided an application is signed by the named insured indi- 
cating that (1) the automobile during the previous year was not oper- 
ated over 7,500 miles and the estimated mileage for the 12 months of 
the policy period is not over 7,500 miles, and (2) there are not more 
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than two operators of such automobile in the named insured’s house- 
hold, none of whom is under 25 years of age. 

Any employee of the named insured residing in his household who 
operates the automobile or any chauffeur employed to operate the auto- 
mobile is considered as an operator. If the insured has more than one 
private passenger automobile, the foregoing requirement regarding the 
number of operators applies on the basis of the average number of 
operators for each private passenger automobile to be insured. 

Class B—all private passenger automobiles not eligible for Classes 
A or A-1, and not included in Class C. 

Class C—every private passenger automobile owned by an insured 
required to file evidence of financial responsibility. 

3. Increase in limits of coverage. Bodily injury rates are based 
upon a limit of $5,000 for one person and $10,000 for more than 
one person in one accident. Property damage rates are based 
upon a limit of $5,000 per accident. These limits may be increased 
by an additional premium. See Table 17. 

4. Motor power. Separate rates are made for those automobiles 
driven by electricity, and those by gasoline. 


TABLE 17. PREMIUM CHARGES FOR INCREASED LIMITS 


Bopity Injury LIABILITY 


Upper Limits Lower Limits 

Ge aap Mois (Liability for one person in one accident) 

SAE Beene) $5,000 $10,000 $20,000 $25,000 $50,000 
Dollars Per Cent | Per Cent | Per Cent | Per Cent | Per Cent 
$10,000 100 110 

20,000 106 115 120 

25,000 107 116 121 122 

30,000 108 117 122 123 

40,000 110 119 124 125 

50,000 ilps 121 126 127 130 
100,000 114 123 128 129 132 


a 


PROPERTY DAMAGE LIABILITY 


Limit Per Cent Limit Per Cent 
$ 5,000 100 $ 50,000 125 
10,000 110 100,000 130 
15,000 105 
20,000 118 
25,000 120 


SAFE Driver ReEwarD PLAn.—The owner of private pas- 
senger automobiles is granted rate reduction when his record is 
clear of accidents resulting in a claim covered by the policy. 

Thirty days after the normal expiration of the policy, the 
insured’s experience is reviewed. He is ineligible for the re- 
ward if a loss has been paid under the policy. The insured is 
also disqualified by the existence, at the time of review, of a 
reserve for loss or a pending claim for either bodily injury or 
property damage. If the insured is required as a result of any 
occurrence to file a certificate of financial responsibility, the 
incident has the same disqualifying effect. 

The insured remains eligible for the reward, however, in 
the event that claim expenses or medical first aid expenses alone 
have arisen under the contract. Similarly, the filing of evidence 
of financial responsibility solely on account of the age of the 
owner or because of a financial encumbrance on the automo- 
bile does not disqualify the policyholder. 

Under certain circumstances, the safe driver reward plan is 


not applicable to private passenger automobiles. Notable among 
these exclusions are the following: 


1. When the automobile is part of a fleet eligible for experi- 
ence rating or some other plan of rating. Experience 
rating will be mentioned in this chapter. 

Z. When the automobile is insured under the automobile fleet 
plan or any underwriting plan except the specified car 
basis. Automobile fleet plan will be discussed subse- 
quently. 

3. When evidence of financial responsibility must be fur- 
nished under circumstances requiring an extra premium 
charge. The exclusion applies if evidence of financial 
responsibility is furnished under the same circumstances 
with the named insured’s consent for any other insured 
under the policy. 


Commercial Automobile Premiums.—The premium charge 
for commercial automobiles depends upon the following factors: 
1. Territory. The territorial division is the same as the 


territorial division used in the determination of rates for pri- 
vate passenger automobles. 
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2. Commercial automobiles classification. All cars are di- 
vided into classes, determined with respect to the business of 
the insured. 

3. Load capacity. Each of the classes is subdivided into 
three groups as follows: (a) light—any commercial automobile 
with a load capacity of 11% tons or less; (b) medium—any com- 
mercial automobile with a load capacity over 1% tons and not 
over 3% tons; (c) heavy—any commercial automobile with a 
load capacity over 3% tons. 

4. Motor power. If an automobile is driven by electricity, 
the rate is lower than for those driven by gasoline or steam. 

5. Increase in limits. This is on the same basis as that of 
private automobiles. 


LocaL AND Lonc-HauL Trucxs.—Local and long-haul 
truckmen have presented special rating problems. It has been 
necessary to define the truckmen classification and to distin- 
guish between local and long-haul truckmen. 

A truckman is a person, firm, or corporation engaged in 
hauling or transporting commodities for another. A distinc- 
tion is made between local and long-haul truckmen. 

LocaL TRUCKMEN’S Rates.—A local truckman is one 
whose regular and frequent operations are conducted within a 
50-mile radius of the place of principal garaging. He must not 
make regular or frequent trips beyond the 50-mile radius. The 
truckman must not advertise or otherwise solicit for the hauling 
of goods beyond the 50-mile radius. The rates are determined 
by the rates of the highest rated territory within this 50-mile 
radius. 

If a local truckman operates over a route, no portion of 
which includes the highest rated territory within a 50-mile 
radius of the place of principal garaging of the commercial 
automobiles he may be insured at the rates for the highest 
rated territory in which the automobiles are used or garaged. 
The policy, however, must declare the territorial operations of 
the truckman. When a local truckman hauls exclusively for one 
concern, his commercial automobiles will be subject to the rate 
applicable to that concern, provided the policy specifies that 
his operations will be so limited. 


328 INSURANCE 


Lonc-Haut TrucKMEn’s Rates.—Rates for long-haul 
truckmen are adjusted for the following operating distances: 
(1) over 50 miles but not in excess of 150 miles, (2) over 150 
miles but not exceeding 300 miles, and (3) over 300 miles. 


Public Automobile Classification.—The types of automo- 
biles included in this classification are defined as follows: 


1. Private livery automobile is a motor vehicle of the pri- 
vate passenger type with a seating capacity of not more than 
seven passengers. It must be rented from a garage and at- 
tended by a chauffeur employed by the insured. 

This classification excludes automobiles operated for hire 
from a stand, hotel, station, dock, highway, or other public 
place. Cars operated at fares determined by zone or taximeter 
or on a schedule, such as a bus or jitney, are also excluded. 

2. Public livery automobile is a private passenger automo- 
bile with a seating capacity not exceeding seven passengers. It 
is subject to call from a garage, stand, station or other public 
place and rented with a chauffeur of the insured in attendance 
by the hour, day, trip, or mile. The automobile must be oper- 
ated for general passenger use only. 

The public livery classification excludes vehicles equipped 
with a taximeter and operated on a schedule as a bus or jitney. 

3. Taxicab is an automobile of the private passenger type 
with a seating capacity of no more than seven passengers. It is 
equipped with a taximeter, but not operated on a schedule as 
a bus or jitney. 

4. Bus designates an automobile of any type used to carry 
passengers over a designated route. This classification includes 
automobiles of the bus or commercial type used for sightsee- 
ing and other special passenger purpose. It applies to gasoline 
electric busses and busses operated over tracks or propelled by 
electricity from overhead wires. 


Public Automobile Premiums.—Premium charges for pub- 
lic automobiles depend upon the following factors: 


1. Territorial classification. The regular territorial classi- 
fication for private and commercial automobiles is used. 
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2. Passenger hazard. The bodily injury rate for a public 
automobile includes coverage for injury to passengers carried 
in the insured’s automobile. If coverage for the passenger haz- 
ard is excluded by endorsement, the bodily injury rate for a 
public automobile is reduced. 

3. Type of automobile as discussed above. 

4. Increase in limits. 


Garage, Automobile Dealer and Service Station Liability. 
—Special problems are encountered in the bodily injury and 
property damage insurance written for automobile dealers, re- 
pair shops, storage garages, open-air parking stations, and serv- 
ice stations. Usually the insured have more cars than drivers. 
Furthermore, wide variations exist as to the hazards in and 
about the place of business and during operation outside of the 
insured’s premises. To meet differing conditions and needs, 
bodily injury and property damage insurance is provided in sev- 
eral forms: (1) specified car basis, (2) named driver basis, 
(3) garage payroll basis. 


SPECIFIED CAR Form.—The specified car policy covers the 
named insured for the automobile specifically described by the 
policy. 

Namep Driver Form.—This form covers the named in- 
sured while the driver named in the policy is driving or riding in 
the automobile. 


GARAGE PAyro_t Basis.—This form may be purchased by 
an automobile dealer, repair shop, storage garage, or service 
station. The premium depends upon the payroll. Coverage is 
provided by the garage liability policy. 

Garage Liability Policy 


OPERATIONS.—The coverage of the policy is available for 
(1) automobile dealer or repair shop, (2) automobile storage, 
garage or service station, and also if there are private livery and 
commercial livery operations. 

If automobile dealer or repair shop operations are included, 
the policy covers: (a) the ownership, maintenance, occupation 
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or use of the premises, including the public ways immediately 
adjoining, for the purpose of an automobile dealer or repair 
shop, and all operations either on the premises or elsewhere 
which are necessary and incidental thereto, including repairs 
of automobiles or their parts, and ordinary repairs of buildings 
on the premises and the mechanical equipment thereof; (b) 
the ownership, maintenance or use of any automobile for any 
purpose in connection with the above defined operations, and 
also for pleasure use. 

If automobile storage garage or service station operations 
are included, the policy covers: (a) the ownership, main- 
tenance, occupation or use of the premises designated, including 
the public ways immediately adjoining for the purpose of an 
automobile storage garage or service station, and all operations 
either on the premises or elsewhere which are necessary and in- 
cidental thereto, including ordinary repairs of buildings on the 
premises and the mechanical equipment thereof; (b) the use of 
any automobile for any purpose in connection with the above 
operations. 

If private livery operations are included, the policy covers 
the ownership, maintenance or use of any private passenger type 
automobile, which is subject to call only at the premises desig- 
nated and rented to others by the insured with a chauffeur 
employed by the insured in attendance for the purpose of carry- 
ing passengers. 

If commercial livery operations are included, the policy cov- 
ers the ownership, maintenance or use of any automobile of the 
commercial type rented to others by the insured for the trans- 
portation or delivery of goods, merchandise or other property. 


InsuRED.—The term insured includes not only the named 
insured but also any partner if the named insured is a partner- 
ship, or any executive officer if the named insured is a corpo- 
ration provided such partner or executive officer is active in 
the operations. However, the policy does not apply (a) to any 
partnership or named insured with respect to the bodily injury 
or the death of any partner, (b) to any executive officer or 
named insured with respect to any action brought against such 
officer because of bodily injury to or death of another employee 
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of the named insured injured in the course of employment, (c) 
to any executive officer with respect to any automobile owned 
by the officer or by any other executive officer or named insured 
or by a member of the family of any such person. 


PREMIUM ComPuTATION.—The premiums for the automo- 
bile dealer or repair shop operations and automobile storage, 
garage or service station operations are based (a) on entire re- 
muneration earned during the policy period by all employees of 
the insured engaged in the operations, and (b) on remuneration 
earned during the policy period by the insured, by the pro- 
prietor or proprietors if the named insured is an individual or 
partnership, or by an executive officer if the named insured is 
a corporation, and by salesmen and general managers on the 
basis of a fixed amount of $2,000 per annum for each pro- 
prietor or executive officer active in the operations, and for each 
salesman and general manager. If private livery and commer- 
cial livery operations are included, the premium is based upon 
the total gross earnings from such livery operations, whether 
or not such earnings are collected. 


Exctusions.—The policy does not apply (a) if automobile 
dealer or repair shop operations or automobile storage, garage 
or service station operations are covered to any automobile 
while used for carrying persons or property of others for a 
charge or while rented under contract or lease; (b) if auto- 
mobile dealer or repair shop operations are covered to any 
automobile owned or hired by the insured and used as a haul- 
away for the conveyance of automobiles, or used for the whole- 
sale or retail delivery of fuel oil or the wholesale delivery of 
gasoline; or to the ownership, maintenance or use for pleasure 
purposes of any automobile not owned by or in charge of the 
named insured for use principally in such operations; (c) if 
automobile storage garage or service station operations are 
included (1) to any automobile owned, hired or registered by 
the named insured or by a partner if the named insured is a 
partnership, (2) to the possession, consumption or use, else- 
where than upon the premises designated of any article manu- 
factured, sold or distributed by the insured; (d) if private 
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livery operations are included to any automobile while used as 
a taxicab; (e) to injury or destruction caused by the owner- 
ship, maintenance, or use of (1) any elevator, its car, platform, 
shaft, hoistway or appliances, (2) any mechanical or hydraulic 
hoist for raising or lowering automobiles or other materials 
from one floor, balcony, or platform to another, (3) any air or 
water craft, (4) caused by making additions to, structural 
alterations in, or the construction or demolition in whole or 
in part of any building, structure, elevator, mechanical or hy- 
draulic hoist; (f£) to injury or destruction caused by any person 
under the age of 14 years, or by any person employed by the 
insured in violation of any state, federal or provincial law as 
to age, or with respect to any automobile while being operated 
by any person under the age of 14 years, or by any person in 
violation of any state, federal or provincial law as to age 
applicable to such person or to his occupation; (g) by any per- 
son in any prearranged race or competitive speed test; (h) to 
liability assumed by the insured under any contract or agree- 
ment; (i) to any partner, if the named insured is a partnership, 
with respect to any automobile owned by such partner or by any 
other partner of the named insured or by a member of the 
family of any such person; or, if the named insured is an indi- 
vidual, to any automobile owned by a member of the named 
insured’s family; (j) to bodily injury to or death of any em- 
ployee of the insured while engaged in the business of the 
insured, or to any obligation for which the insured may be held 
liable under any workmen’s compensation law; (k) to bodily 
injury to or death of any person from an accident while such 
person is in any automobile of the commercial or truck type, 
the use of which is insured by this policy, if more than eight 
persons are then in the automobile and it is being used for 
purposes other than the business of the named insured; (1) to 
property owned by, rented to, leased to, in charge of, or trans- 
ported by the insured. 


_ Damage to Property in Charge of the Insured.—The 
garage policy may be extended by endorsement to provide that 
the company will cover insured’s liability in excess of $100 per 
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accident for damages to automobile and property of others 
usually left in charge of automobile dealers, repair shops, 
storage garage or service stations, as a result of an accidental 
collision. The collision, however, must not have been caused by 
fire or theft. The policy does not cover loss except by endorse- 
ment caused by : (1) any elevator, its car or platform or the 
shaft or hoistway within which it is operated, or any of the 
appliances used in the operation thereof; (2) any mechanical or 
hydraulic hoist used in raising or lowering automobiles or other 
material from one floor, balcony or platform to another. 


_ Premium Charges.—The premium charges for a garage 
payroll policy covering bodily injury and property damages de- 
pend in general upon the following factors: 

1. Territorial division. The divisions used are the same as 
those used in connection with private passenger and 
commercial automobiles. 

2. Payroll. 


Collision Premium Charges.—The following are factors 
which determine the premium charges for collision insurance: 


1. Type of car. Premiums vary according as the car is a 
private passenger, commercial or public automobile, or 
for garages, automobile dealers, and manufacturers. 

2. Territory. The territory where the automobile is garaged 
during the greater part of the year. 

3. List price. All automobiles are classified by original price. 

. Age of automobile. 

5. Use of automobile. If a commercial automobile is used 
for certain special types of work, such as ambulance, 
fire department, mail truck, the rate is increased to take 
care of the hazard incident to these occupations. 

6. Deductible collision. The premium is decreased if a de- 
ductible clause is used. 


ES 


Premium Charges for Fire, Theft, and Comprehensive 
Policies.—The following are factors which affect the p1emium 
charges for fire, theft, and comprehensive coverages: 
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1. Territory. The territory used is that city or town where 
the automobile is garaged for the greater part of the 
year. 

2. Original price for actual value form. 

. Age of automobile. 

4. Style of car. Rates for discontinued makes, custom built 
cars and imported cars are separately listed. Automo- 
biles which are not of ‘Standard construction,” 1.e., do 
not comply with the standard of fire construction estab- 
lished by the Underwriters’ Laboratories, are rated at a 
higher premium. 

5. Hazard. Rates vary with the use of the automobile. 

6. Restricted loss adjustments. 


WwW 


RESTRICTED Loss ENDORSEMENTS.—Two endorsements are 
available for reducing premium charges for fire and theft poli- 
cies: (1) three-fourths value clause, (2) 2% monthly reduction 
clause. 

Under the three-fourths value clause, the company is not 
liable for more than 75% of the actual cash value at the time 
of loss. 

The 2% monthly reduction clause, however, provides for re- 
duction of the company’s liability at the rate of 2% of the 
original liability per month. In the event of loss, the limit of 
liability in force at the time of loss will determine the com- 
pany’s liability, which in no event can exceed the actual cash 
value at the time. 


Fleet Coverage.—Insurance companies recognize the dis- 
tinction that must be made in rates for the owner of a fleet of 
cars, as contrasted with the owner of one or two cars. The 
possessor of several cars enjoys the reduction afforded by sev- 
eral plans for bodily injury and property damage which follow. 


1. AutoMoBILE FLEET PLan.—A risk of five or more 
automobiles of any type owned by one insured and under one 
direct operating management may be written under a policy 
automatically covering all licensed automobiles and trailers 
owned by the insured during the policy period. The sliding scale 
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of premium reduction percentages varies with the number of 
licensed cars, as illustrated in Table 18. 


TABLE 18. Siipinec SCALE oF PREMIUM REDUCTION PERCENTAGES 


No. of Cars Average No. of Cars Average 
Licensed Reduction Licensed Reduction 
1 0% 10 5.0% 
2, 0 15 6.7 
3 0 20 as 
4 0 30 10.0 
5 0 40 S| 
6 1.7 50 1220) 
7 DO 90 1526 
8 3.8 100 16.0 
9 4.4 


The minimum premium for the policy is the manual pre- 
mium for the five highest rated licensed automobiles owned 
by the insured at the inception of the policy. 


2. COMBINATION SPECIFIED CAR AND NAMED DRIVER 
Basis.—This plan is available for all types of automobile risks 
provided the number of automobiles insured exceeds the num- 
ber of drivers. The policy must include the name of each oper- 
ator and a description of each automobile. 

The company is liable under this form only when the auto- 
mobile is operated by the following: 


1. The named operator or any person accompanying him. 

2. Any person employed by a garage or automobile service 
station for the repairing, calling for or delivery of the 
automobile. The garage or service station must not be 
owned by the named insured, if the company is to be 
held liable in this instance. 

3. A substitute or successor to a named operator, provided 
notice of the change is furnished to the company within 
10 days. 


A full rate is charged for the number of highest-rated auto- 
mobiles corresponding to the number of named drivers, and 
25% of the manual rate for each extra automobile. 
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3. Earnincs Basts.—Owners of certain automobiles may 
obtain insurance on the earnings basis. For example, three or 
more private livery automobiles, public livery automobiles or 
busses under one ownership. may be insured on the earnings 
basis automatically, covering all the automobiles owned by the 
insured and licensed during the policy term. 

The premium is based upon $100 of actual total gross earn- 
ings whether or not collected for all the automobiles insured 
during the policy period. The minimum premium is 75% of 
the total of the specified car premiums for the automobiles 
insured. 

Risks consisting of five or more commercial automobiles, 
tractors owned or leased by the insured whose principal busi- 
ness is long-haul trucking may be written on the gross receipts 
or gross earnings basis. The policy covers all equipment 
whether or not owned by the insured which is used in long- 
haul or local trucking operations. The total gross receipts or 
gross earnings includes all earnings derived by the insured from 
the operation of all equipment in the business whether or not 
such equipment is owned by the insured. 


4. Miteace Basis.—This method is available for five or 
more taxicabs under a single ownership. The premium is based 
upon the total mileage both dead and alive. The policy auto- 
matically covers all licensed taxicabs owned by the insured dur- 
ing the policy term. There is a minimum premium charge equal 
to 75% of the total premium charged specifically for each taxi- 
cab insured, but not less than the specified car premium for the 
five highest-rated licensed taxicabs owned by the insured at the 
time the policy was issued. 


5. EXPERIENCE Ratinc.—This plan is available for any 
fleet of automobiles under one ownership and under one direct 
operating management. The plan provides that all risks that 
qualify in accordance with this rule must be submitted for ex- 
perience rating. Rates will depend upon past loss experience. 
A discussion of experience rating is given in the chapter on 
workmen’s compensation insurance. 


Special fire and theft rates and collision premiums may be 
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obtained for fleets of automobiles. Eligibility for fleet rating 
depends upon the following: 
1. The entire fleet must be under one ownership. 
2. The entire fleet must be used for business purposes. 
3. The fleet must consist of five or more self-propelled units 
excluding motorcycles. 


Drive Other Cars.—By endorsement the policy may be ex- 
tended to include automobiles not owned by the insured. 


LimiteD Form.—Under the limited form protection is af- 
forded the owner of a private passenger automobile who has 
insurance on his own car, but who may drive other cars. The 
policy covering private passenger automobiles can be extended 
without additional premium to cover the liability of the insured 
while driving other private automobiles. Coverage will be ex- 
tended (a) to the named insured if an individual, (b) the wife 
or husband of the named insured, if a resident in the household 
of the named insured, (c) the named insured if a husband and 
wife and if the private passenger automobile insured in the 
policy is owned by either or both. The extended coverage will 
not only protect the insured due to operation of any other pri- 
vate passenger automobile by the insured, but also includes oper- 
ations by a private chauffeur or domestic servant in the employ 
of the insured and with respect to the presence of any such 
insured in any private passenger automobile. However, the 
coverage for other automobiles is subject to these limitations : 

1. The use must be pleasure and business as defined in policy. 

2. Use must be with the permission of any person having the 
right to grant such permission. 

3. The automobile so used is not (a) owned in full or in part 
by, or registered in the name of the named insured or 
any member of the named insured’s household, other 
than a private chauffeur or domestic servant employed 
in connection therewith, (b) hired as part of a frequent 
use of hired automobiles by, or furnished for regular use 
to the named insured, a member of the named insured’s 
household, or a private chauffeur or domestic servant 
employed in connection therewith. 

4, The extended insurance is excess insurance over any other 
valid and collectible insurance available to the insured. 
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Excepting the limitation of item 3, the extended insurance 
applies also to a trailer other than a “trailer home” while used 
for personal pleasure or family purposes and not for business. 

This insurance is also available for relatives of the owner of 
the insured automobile residing in the household of the owner 
subject to a premium charge. 


Broad Form.—The motor vehicle policy may also be 
endorsed under the broad form to include the liability of any 
interest covered under the policy for accidents while the owner 
of the motor vehicle described in the policy is driving or riding 
in any other motor vehicle. The form is subject to a premium 
charge. The company assumes liability only when the insured 
has permission to drive the car. 

The broad form is primarily intended for an automobile 
owner required to file a certificate of financial responsibility with 
the state. Subject to a premium charge, the broad form 
coverage is available for any relative residing with the owner 
on the same basis as for the owner. Coverage is not provided 
for any motor vehicle under the following circumstances: (1) 
any motor vehicle owned in full or in part by the owner of the 
motor vehicle described in the policy or by any member of his 
household; (2) any motor vehicle registered in the name of 
such owner or any member of his household. 

his extended coverage does not cover the owner of the 
motor vehicle in which the named insured is riding or which he 
is driving at the time of the accident. 


Insurance Without Ownership of any Automobile.— 
Many persons who do not themselves own cars have occasion 
to drive automobiles belonging to others. To meet this need, 
a policy may be written to cover the named insured when driv- 
ing a private passenger automobile with the permission of a per- 
son having the right to grant this permission. The named oper- 
ator form covers the named insured and any person who may be 
riding in the vehicle with him, except the owner. 

The policy does not cover: (1) a private passenger auto- 
mobile registered in the name of, or owned in full or in part 
by the named insured; (2) use of the private passenger auto- 
mobile for demonstrating or testing; (3) use of the vehicle to 
carry passengers for a consideration. 
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Coverage of All Types of Motor Vehicles.—A form is 
also available to cover the named insured for accidents occur- 
ring in an automobile of any type when the insured is operating 
with proper permission. This policy is also subject to the ex- 
clusions of part or full ownership by the insured and of regis- 
tration in his name. 


Hired Automobile Coverage——A commercial concern may 
desire protection against the hazards incident to the operation 
of cars hired from others. This coverage is available in the fol- 
lowing forms: (1) specified car basis, and (2) cost of hire 
basis. 


SPECIFIED CAR Form.—Insurance is available on the speci- 
fied car basis at the same rate as though the hired automobiles 
were owned by the insured. If the rate is lower than the rate 
applicable to the owner of the hired automobile, the interest 
of the owner will not be covered under the policy. 


Cost or Hire.—If insured on the cost of hire basis, all auto- 
mobiles and trailers hired by the insured are automatically 
covered. 

It is not permissible to include the interest of the automobile 
owner and his employees in this coverage. The policy may also 
expressly exclude specific automobiles from coverage. 


Employers’ Non-ownership Liability— An employer may 
require that some of his employees use their own automobiles 
in the employer’s business. In return he may agree to reim- 
burse the employee for the cost of operating the automobile. 
There is a possibility that the employer may be held liable for 
an accident caused by the employee although the automobile 
does not belong to the employer. If the employees have insurance 
on their automobiles, the policies may be endorsed to protect 
both the owners and their employer. 

If the employer so desires, he may obtain a non-ownership 
liability policy covering private and commercial automobiles and 
trailers and semi-trailers operated by his employees in the con- 
duct of his business. This form is available only for the opera- 
tion of the commercial automobiles if occasional. The owner 
must not own, hire, or lease the cars. 
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Suspension of Use.-—Among the problems which insurance 
companies have had to meet is the claim that, when an auto- 
mobile is operated only within certain periods of the year, the 
insurance premium should not be charged when the car is in 
storage. 

The privilege of suspending coverage is permitted for bodily 
injury, property damage, and collision insurance and the mini- 
mum suspension period is 60 days. 

To be entitled to this privilege, when his car is not in use, 
the owner must notify the insurance company of the desire to 
suspend insurance. He must also give notice when he desires 
to bring his policy into force again. During the period of sus- 
pension, the insured is not covered against any of the hazards 
mentioned in the bodily injury, property damage, and collision 
policies. No premium is returned until the coverage is rein- 
stated. 


Statutory Insurance——A number of states have passed laws 
making it mandatory for owners of public automobiles to pro- 
tect the public against injuries to persons or damages to prop- 
erty. This may be accomplished through a bodily injury and 
property damage policy. The law usually establishes a mini- 
mum amount of insurance which must be carried. The New 
York State Vehicle and Traffic Law, for example, requires in- 
surance on public automobiles with the limits given in Table 19 
based upon seating capacity. 


Tas_eE 19. StTaAnpDARD Limits For Pustic AUTOMOBILES 


Seating Capacity Bodily Injury Property Damage 
0-7 $2,500/5 ,000 $1,000/5,000 
8-12 5 ,000/15,000 1,000/5 ,000 
13-20 5 ,000/25 ,000 1,000/5,000 
21-30 5 ,000/40,000 1,000/5,000 
Over 30 5,000/50,000 1,000/5,000 


Compulsory Automobile Insurance.—There has been con- 
siderable agitation to require every owner of a private or com- 
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mercial automobile to insure himself against damage resulting 
from injury to persons and property. The reason is that in- 
dividuals with limited financial responsibility frequently oper- 
ate automobiles. When a judgment obtained is against such in- 
dividuals there is little chance of payment. As a result many 
who have been crippled, and dependents who have lost their 
support as a result of death from automobile accidents may not 
be compensated for their loss. One way to meet this situation 
is to require by law that individuals carry automobile insurance. 
The State of Massachusetts has such a law. As explained above, 
New York State has such a law for public vehicles. Some 
states, notably New York and New Jersey, have financial re- 
sponsibility laws which prohibit under certain circumstances the 
use of a private or commercial automobile unless the owner can 
meet the requirement of financial responsibility. 


Massachusetts Compulsory Automobile Liability Security 
Act.—The Massachusetts Compulsory Automobile Liability 
Security Act became effective on January 1, 1927. It provides 
in general that all kinds of automobiles, whether truck, private 
vehicle or trailer, must be insured. The act, however, does not 
affect automobile owners who are not residents of Massachu- 
setts, such as tourists, unless under the law they are required 
to register their cars. Automobile owners who are residents 
of Massachusetts and who are registered in the state do not 
come under the control of the act, if they should have an acci- 
dent outside of the state. It is only when the accident occurs 
within the state that the owner is liable. 

Before an automobile can be registered in the state of Mas- 
sachusetts, the owner must have provided security by one of 
three methods. The first method is by obtaining a motor vehi- 
cle liability policy. This is a policy of liability insurance which 
provides indemnity for or protection to the insured’s motor 
vehicle or trailer with his express or implied consent against 
loss by reason of the liability to pay damages to others for bod- 
ily injuries or death. Each owner must insure his automobile 
with the $5,000 and $10,000 limits. Guest occupants, however, 
are not covered. 
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The second method of providing security is to obtain a motor 
vehicle liability bond, which provides that the obligor shall 
within thirty days after the rendition of judgment satisfy the 
judgment rendered against him or against any person respon- 
sible for the operation of the obligor’s motor vehicle or trailer 
with his express or implied consent. The owner must also se- 
cure a bond providing the $5,000 and $10,000 limits. 

The third method by which security is provided for regis- 
tration purposes in Massachusetts is the deposit of $5,000 in 
cash, bonds, stocks, or other evidences of indebtedness satisfac- 
tory to the division of highways of the department, or other 
evidence of indebtedness of a market value of at least $5,000. 

When presenting his application for registration each year 
the owner of the automobile must accompany the application 
with a certificate showing that one of the three methods has 
been complied with, or that a binder has been obtained pending 
the issuance of a motor vehicle liability policy. 

The act is not concerned directly with injurea persons, but 
only with the liability to pay damages to the injured persons 
for personal injuries including death. Moreover, injuries sus- 
tained or death must have occurred in the state of Massachu- 
setts, and then on its public highways. Those occurring in 
private ways are not covered by the act. This exclusion, how- 
ever, does not apply to ways laid out under authority of statute, 
dedicated to public use, or under the control of the park com- 
missioner or any body having like powers. 

Liability for property damage is not affected by the act. 
In case a property damage judgment is obtained and is un- 
satisfied for 60 days, however, the license is suspended unless, 
at the time of the accident, property damage insurance is car- 
ried in at least the amount of $1,000. 

The motor vehicle liability policy may be issued by any com- 
pany, stock or mutual authorized to write liability insurance in 
Massachusetts. The motor vehicle liability bond may be issued 
by any company, stock or mutual, authorized to write surety 
bonds. The form of either the policy or bond must be approved 
by the commissioner. The policy may be cancelled by either the 
insured or the company provided a 15-day written notice is 
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given by the party proposing cancellation to both the other party 
and the register of motor vehicles. If a carrier cancels a policy, 
the automobile owner may file a complaint with the Board of 
Appeals. 

The rates for the liability policies and bonds must be ap- 
proved by the commissioner of insurance as adequate, just, rea- 
sonable, and non-discriminatory, and the classification of risks 
must be approved by him as fair and reasonable. 


New York Automobile Financial Responsibility Act.— 
The act provides that the Commissioner of Motor Vehicles will 
require evidence of financial responsibility under the following : 


1. For conviction or forfeiture of bail or collateral if a per- 
son has been convicted of any of the following offenses : 


(a) Homicide or assault arising out of the operation of a 
motor vehicle. 

(b) Reckless driving where injury to the person or property 
actually results therefrom. 

(c) Operating a motor vehicle contrary to speed laws where 
injury to the person or property actually results there- 
from. 

(d) Operating a motor vehicle when in an intoxicated con- 
dition. 

(e) Leaving the scene of an accident. 

(f) An offense committed in any other state or province 
which if committed in New York would fall under any 
of the foregoing offenses. 

(g) Criminal negligence in the operation of a motor vehicle 
resulting in death. 


2. For failure to satisfy within 15 days every final judg- 
ment in excess of $100 resulting from the ownership, mainte- 
nance or use of a motor vehicle within limits of $5,000/$10,000 
for bodily injury and $1,000 for property damage. 

In order to be permitted to operate his automobile thereafter, 
the owner must show financial responsibility to the state. Finan- 
cial responsibility may be evidenced by the following means: 
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(a) A motor vehicle liability policy of an insurance com- 
pany which is authorized to transact business in the 
state. 

(b) The bond of a surety company which is authorized to do 
business in the state. 

(c) The bond of at least two individual sureties, each owning 
real estate approved by a judge of a court of record. 

(d) Cash, bonds, stocks, or other evidence of indebtedness. 


The law also provides that before a policy for which a cer- 
tificate has been filed can be cancelled or suspended, 10 days’ 
notice must be given to the Bureau of Motor Vehicles. The 
insured is then required to surrender his registration plates or 
operator’s license until a new certificate of reinstatement is filed. 
When a certificate of insurance must be filed to comply with 
the requirements of an automobile financial responsibility law, 
a surcharge to the premium is usually made. 


Prevention of Losses.—The need to reduce losses caused by 
operation of automobiles is obvious. The following are among 
the methods which have been used to decrease accidents, as cov- 
ered by various forms of insurance. 


Bopity INJury, Property DAMAGE, AND CoLLIsion IN- 
SURANCE. 


Education. The various insurance companies publish infor- 
mation concerning losses, calling the attention of the public to 
the danger resulting from the use of automobiles. Furthermore, 
pamphlets giving courses in safety education are distributed 
by them throughout the schools. 


Lectures. Safety engineers deliver lectures to chauffeurs of 
fleets. 


Traffic Regulation. The rights of the pedestrians and of 
the operators of automobiles are being standardized by legis- 
lation. Laws have been passed to enforce the following safe- 
guards: 


1. Anyone who proposes to drive an automobile must pass 
an examination to show that he is qualified to drive. 
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2. Speed, especially in congested cities, is limited. 

3. Traffic is directed under police department supervision. 

4. One way streets must be used as such, with penalties for 
violators, 


Inspection by Insurance Companies. In some cases the in- 
surance companies inspect the automobile prior to issuing a pol- 
icy to make certain that the automobile is in good condition. 
In addition, there is frequently also an investigation of the 
owner of the car to determine whether he is a desirable risk. 


Improved Automobile Construction. This is the contribu- 
tion of the automobile manufacturers towards the prevention of 
accidents. 

Experience Rating. Wherever possible the insurance com- 
panies desire to measure the difference between careful and 
careless drivers. By the use of the experience rating plan, credits 
are allowed to owners of fleets of automobiles, if their past loss 
experience is good and a charge is made, if their experience is 
bad. 

TuHeErt INsuRANCE.—The following methods have been de- 
vised to reduce theft losses: 

Title Laws. Many states have passed laws prohibiting the 
sale of automobiles unless the seller can give a title certificate 
registered by law. 

Central Information Bureau. The automobile insurance 
companies have organized a central bureau to investigate thefts 
of automobiles. The bureau has succeeded in apprehending 
many criminals. 

Dyer Act. Congress has enacted legislation providing that 
the transportation of stolen automobiles between states is a 
violation of the interstate commerce laws and, therefore, a fed- 
eral crime. 

Fire InsurANCE.—An automobile manufacturer may sub- 
mit his automobile for examination by the Underwriters’ Lab- 
oratories for approval. The organization will offer suggestions 
for the reduction of fire hazard and point out defects in con- 
struction and material. 


CHARTERS? 
AVIATION INSURANCE 


Aviation Legislation.—Insurance companies have had ex- 
perience in the underwriting of aviation risks since 1912. This 
experience, combined with the advance in technical knowledge 
since the early days of aviation, has enabled some insurance 
companies to prepare rates for the various risks which arise 
from the business of aviation. While insurance against vari- 
ous aerial hazards has been available from the earliest days of 
practical aircraft, it must be stated that aircraft insurance up to 
the present time has been one of preparation. The real devel- 
opment of aircraft insurance dates from the World War which 
gave stimulus to the manufacture and use of aircraft. 


Classification of Policies for Aircraft Hull Coverage. 
As in other fields of insurance, aviation insurance policies have 
been developed to cover the hazards incident to the ownership 
and use of aircraft. Coverages for the hull may be classified 
under seven headings: 

. Fire, lightning, self-ignition, and explosion 
. Transportation 

. Tornado, cyclone, and windstorm 

. Theft, robbery, and pilferage 

. Land damage 

_ Crash 

. Mooring (applicable to seaplanes) 

In addition public liability and property damage insurance 
is available. 

Miscellaneous coverages are also offered under these forms: 

1. Hangar keeper’s legal liability 
2. Airport liability 

3. Personal accident 

4. Group accident 
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Fire Coverage.—Fire coverage may be broad or restricted, 
depending upon the perils included in the schedule and includes 
loss due to fire, lightning, self-ignition, or explosion. The ap- 
plicant may select one of the following coverages and pay the 
appropriate premium: 

1. Fire under all circumstances. 

2. Same coverage as (1), excluding fire following crash. 

3. Fire while not in flight, including while the engines are be- 
ing started and are running. 

4. Fire while not in flight, excluding while starting or at- 
tempting to start. 


Transportation Coverage.—Transportation coverage is in- 
cluded in the fire coverage clause of the policy. The company 
thereby assumes liability for losses occurring during transpor- 
tation from the stranding, sinking, burning, collision or derail- 
ment of the conveyance. The company’s liability includes both 
general average and salvage charges. 

The loss must occur, however, within the geographical lim- 
its designated in the policy. Furthermore, the aircraft must 
have been properly dismantled and prepared for shipment. 


Tornado, Cyclone, and Windstorm Coverage.—This 
clause covers damage to the aircraft by tornado, cyclone or 
windstorm except while in flight or taxiing subsequent to flight 
until the aircraft has reached a terminal or parking place. 


Theft, Robbery, and Pilferage Coverage.—Within the 
same restrictions found in other branches of insurance, this 
clause covers loss caused by thieves. Acts of theft committed 
under the following circumstances are excluded: (1) by any 
person in the insured’s household service or employment, 
whether or not within the regular hours of employment; (2) 
when the insured has voluntarily parted with title, custody, or 
possession whether or not through false pretense or trick. 

In the event of recovery of property after a theft, the com- 
pany has the right to return the property at any time before 
actual payment of the loss with compensation for physical 
damage. 
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Land Damage Coverage.—Land damage coverage is avail- 
able in two forms. Under the broader form, the company as- 
sumes liability for damage to aircraft while on land from hail 
or collision with another aircraft, vehicle, or moving object. 
The following perils are not covered: (1) collision with any 
aircraft, vehicle, or moving object owned and operated by the 
insured or any of his employees, (2) losses while the aircraft 
is in flight or taxiing after flight until it reaches the terminal 
or parking place. Taxiing before flight or to pick up gaso- 
line, however, is not subject to this exclusion. 

A second land damage form is similar to the first, except 
for the additional exclusion of damages sustained while the 
aircraft is moving under its own power. 


Crash Coverage.—This clause covers damage to aircraft 
during flight from collision with the ground, water, or other 
object. The company assumes liability for fire and explosion 
losses caused by collision, including water damage, stranding, 
and sinking. If an aircraft takes off and is lost and unreported 
for a certain period such as 60 days, it is deemed a loss under 
this coverage. 


Mooring Coverage.—Mooring coverage applies to water- 
alighting aircraft damaged by windstorm, hail, stranding, sink- 
ing, or collision with another aircraft, vehicle, or object while 
moored. As implied by the title of the coverage, the company 
is not liable for losses occurring while the airplane is in flight 
or being taxied subsequent to flight until it reaches a terminal 
or moving place. As in other coverages, collision with vehicles 
and objects owned or operated by the insured or any of his 
employees is excluded from coverage. 


Application for Hull Coverage.—The policy for the vari- 
ous hull coverages just described is issued on the basis of an 
application. Among the data commonly required in the appli- 
cation may be mentioned the following: 


1, Description of aircraft and engine. 
2. Location and construction of hangar. 
3. Geographical limits within which aircraft will be used. 
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4. Novel experimental features of design or material. 

5. Pilot’s name, age, license number, and classification. 

6. Total number of solo hours flown by the pilot during his 
entire flying career as well as the number flown for the 
last 90 days prior to the date of application. 


LiMiITs AND MEASURE oF LiABiILiry.—The company’s lia- 
bility for loss under the policy cannot exceed the cash value 
at the time of loss or the cost of replacing or repairing the 
damaged part. In the event of total loss, liability on an aircraft, 
whether insured at its full retail list price or, by endorsement 
and for lower premium at less than retail value, cannot exceed 
the amount of insurance less depreciation at the annual rate 
of 25%. 

The company, if it chooses, may take all or any part of the 
property at an agreed or appraised value. It may also repair, 
replace, or rebuild lost or damaged property with like kind and 
quality, upon giving notice of its intention within a stipulated 
period after receipt of proof of loss. In no sense, however, 
may property be abandoned to the company. In the case of par- 
tial loss, when repairs are made by the insured, the limit of lia- 
bility is the actual cost of any parts necessary to effect repairs 
or replacement, plus the insured’s actual labor cost and as an 
allowance for overhead and overtime, the insured is permitted 
to include 50% of labor cost. When repairs are made by an 
outside party, the company’s liability is the actual cost less dis- 
counts as evidenced by paid invoices. The insured is also 
indemnified for the cost of transporting new or damaged 
parts or the damaged aircraft to the place of repair by the least 
expensive route available. In no event, however, may the lia- 
bility of the company for a partial loss exceed the amount of 
liability which would be assumed if the aircraft were a total loss. 

The liability of the company as thus determined is subject, 
except for fire loss, to a further deduction which is specified 
in the policy as applicable to each loss. 


AUTOMATIC REINSTATEMENT.— Upon the occurrence of any 
loss, the amount of the policy is reduced by the amount of loss 
until repairs are completed. At that time the payment of an 
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additional pro-rata premium will restore the insurance to the 
amount originally written. 


Duties oF INsuRED.—Unconditional and sole ownership is 
essential unless otherwise permitted by endorsement. The pol- 
icyholder must give notice to the company of any alteration or 
circumstance materially affecting the nature of the risk. It is 
his duty to protect the property after loss, to obtain witnesses, 
and to help prosecute suits, and any expense so incurred is a 
claim under the policy. 

However, any reward which the insured pays for the re- 
covery of property is at his expense unless authorized by the 
company. 

Each claim must be supported by a log book, separately main- 
tained for each pilot, aircraft and engine in the form prescribed 
by the Civil Aeronautics Authority. If no agreement can be 
reached as to the amount of loss, the policy provides for the 
appointment of appraisers who in the event of disagreement 
may appoint an umpire. The appraisers or umpire will render 
an award in writing as to the sound value and the amount of 
the loss sustained. 


CoINSURANCE.—In the event of loss, the liability of the 
company is limited to that portion of the loss which the amount 
insured bears to the actual cash value of the property covered 
at the time the insurance was effected. 

The policy is, therefore, subject to the 100% coinsurance 
clause. 


BaILer’s LiaBiLiry.—The company is not liable for dam- 
age of any aircraft while in the possession of a carrier or other 
bailee to whom the insurance is made payable. When the car- 
rier or bailee is liable for a loss, the company is bound only to 
advance the amount of loss by way of a loan. This advance 
must be returned to the extent of the net amount which was 
collected from the carrier or other bailee after deducting collec- 
tion expense. 
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Exclusions.—Unless otherwise provided by written agree- 
ment, no liability attaches for the losses and perils which are 
listed below: 

1. Perils of invasion, insurrection, strike, riot, military, naval 
or usurped power, and civil war or commotion. 

2. Losses sustained by order of any civil authority. 

3. Damage resulting from running the engines of the aircraft 
or from fueling the aircraft in the hangar or place of 
housing. 

4, Damage occurring when insured does not comply with the 
regulations of the Civil Aeronautics Authority, or when, 
with the knowledge or consent of the insured, the vehicle 
is used for unlawful purpose. 

5. Damage while the aircraft is used for purposes other than 
specified in the schedule of statements as described pre- 
viously. 

6. Accidents occurring while the aircraft is operated by any 
person other than the pilot described in the policy or 
specifically approved by endorsement. Taxiing by li- 
censed employee mechanics is not subject to this exclu- 
sion. 

7. Damage of aircraft when operated by a pilot or mechanic 
who does not hold a valid and current certificate issued 
by the Civil Aeronautics Authority. 

When the policy provides crash coverage, the following ex- 
clusions must be added to the above list. No liability attaches 
for damages sustained : 

1. While the aircraft is flying over water more than 25 miles 
from land. 

2. While the aircraft is operated in any race or speed contest, 
or during or in consequence of acrobatic flying, i.e., any 
intentional maneuver not necessary for safe navigation. 
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3. While the aircraft is flying between one hour after sunset 
and one hour before sunrise, unless the aircraft is equipped 
for carrying passengers for hire at night as prescribed 
by the Civil Aeronautics Authority, and unless such 
flight is made only between lighted airports. 


Public Liability and Property Damage Insurance.—This 
coverage is similar to automobile bodily injury and property 
damage insurance in affording protection to the insured against 
liability for injury to the person and property of others result- 
ing from the negligent operation of aircraft. 

The standard limits for the public liability and property 
damage insurance are $5,000 for injury to one person and 
$10,000 for injury to several persons in one accident and 
$1,000 for property damage. 


NaAmepD INsuRED.—The named insured includes the person 
named in the policy and under the following conditions any 
other person riding in the aircraft, an approved pilot or any 
other person who is responsible for its operation provided 
that: 


1. Permission is granted by the named insured. 


2. These other persons are not protected by other valid and 
collectible insurance against the risk which is covered by the 
policy. 

3. If the insured is an aircraft or aircraft engine manu- 
facturer, only an officer, executive, employee, or agent of the 
insured or an employee of the agent is covered. The same rule 
applies if the insured is a hangar keeper or aircraft operator 
or conducts an aircraft repair or service station, sales agency, 
flying school, or flying club. When the insured is engaged in 
any of these employments, however, the insurance company is 
not liable for any claims which may arise through injury to an 
employee by reason of the negligence of another employee of 
the insured. 
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Exc.usions.—The bodily injury and property damage pol- 
icy does not cover liability for injuries which may be sustained 
under the following conditions or perils except by means of 
endorsement : 


1. Running aircraft engine in the hangar or other place of 


housing. 


2. Violation of any regulation of the Civil Aeronautics Au- 
thority. 


3. Use of aircraft with the knowledge or consent of the in- 
sured for an unlawful purpose. 


4, Operation of aircraft, by any person except a specifically 
approved pilot or for purposes not mentioned in the 
policy. Taxiing by licensed employee mechanics is not 


subject to this exclusion. 


5. Operation by any pilot or mechanic who does not hold a 
valid and current certificate issued by the Civil Aero- 


nautics Authority. 


6. Flying the aircraft over water more than 25 miles from 


land. 


7. Use of aircraft in race or speed contests or attempt at 


record breaking or for acrobatic flying. 


8. Flying at night one hour before sunrise or after sunset, 
while carrying a passenger and covered for passenger 
liability, unless the aircraft is equipped with night- 
flying equipment prescribed by the Civil Aeronautics 
Authority. Furthermore, to escape the exclusion, flights 
must be conducted between lighted airports. 
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Hangar Keeper’s Legal Liability Policy.—The hangar 
owner is protected by the hangar keeper’s legal liability policy 
against his legal liability for the aircraft of others while in his 
custody for storage, safekeeping, or repair. 

From the standpoint of location, the aircraft is covered 
while in the premises of the insured; while temporarily removed 
from his premises for testing or repairs by the insured: or while 
being called for or delivered in accordance with contract. The 
company assumes liability for the following losses and perils, 
subject to specified deductions: 


1. Legal expenses paid by the insured with the company’s 
consent. 

2. Fire losses, except as the result of transportation or crash. 

3. Tornado, cyclone and windstorm damage. 

4. Theft, robbery, and pilferage. 

5. Land damage. 


Exctusions.—The company is in no case liable for damage 
to merchandise in any aircraft. Aircraft owned by the insured, 
his family, or employees is likewise excluded. If the insured is 
a corporation, any officer and his family are subject to the same 
exclusion. 


Airport Liability Policy.—The airport liability policy pro- 
tects the operator of an airport against liability for accidents at 
his airport. 


APPLICATION.—The application for this policy may contain 
the following information in order to determine the extent of 
the risk: 


. Whether applicant sells gasoline or oil. 

. Whether applicant directs aircraft by radio or other means. 

. Whether applicant repairs aircraft. 

. Area of airport. 

. Number of lineal feet fronting street or highway. 

. Whether airport is entirely fenced and height and con- 
struction of any fencing. 

7. Any construction work in progress at airport or anticipated 

during the next 12 months. 
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. Number of aircraft usually located at hangar. 

. Whether airport is equipped and used for night-flying. 

. Whether students are instructed at airport. 

. Whether an entire hangar or the whole airport is leased. 

. Whether any hangar is used exclusively for storage of 


aircraft owned, operated, controlled, or placed in the 
custody of the insured. 


Exc.Lusions.—The airport liability policy is subject to the 
same general exclusions found in the owner’s, landlord’s, and 
tenant’s liability policy. Liabilities arising for accidents under 
the following circumstances are likewise excluded: 


i. 
2 


Ww 


Isat 


10. 
it 


Any workmen’s compensation plan. 
Imposed upon the insured by any laws referring to the 
sale, gift distribution or use of alcoholic beverages. 


. Assumed by the insured under any agreement. 
. Aircraft and watercraft owned, hired, or controlled by the 


insured or by his agents, employees, and pupils. Tempo- 
rary and necessary direction of aircraft not owned or 
hired by the insured over and about the premises, how- 
ever, is not excluded. 


. Ownership and use of any grandstand or seating structure. 
. Defects in a collapse of grandstands and seating structures 


of any kind. 


. Air meets and demonstrations on or about the premises 


for which admission charges are made. 


. Unlawful use of any aircraft with the consent or knowl- 


edge of the insured. 


. War, invasion, insurrection, riot, civil war or commotion, 


military, naval, or usurped power. 
Destruction authorized by any civil authority. 
Damage to or destruction of property due directly or 
indirectly to: 
(a) The explosion, collapse, or rupture of any boiler or 
other receptacle, or any part thereof, under pressure. 
(b) The breaking, collapse, or rupture of any boiler or 
other receptacle, or any part thereof, under pressure. 
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(c) The breaking, disrupting, or tearing asunder of any 
engine, flywheel or turbine. 

(d) Explosions of any character not hereinbefore ex- 
cluded. 

(e) Fire, however caused, other than fire caused by or to 
an aircraft in consequence of flight. 

(£) The discharge, leakage, or precipitation of water or 
steam from automatic sprinkler systems, plumbing 
systems, plumbing tanks, steam or water heating 
pipes or radiators, elevator tanks or cylinders, stand- 
pipes for fire hose, and rain or snow admitted to the 
interior of buildings by defective roofs, leaders or 
spouting, or through broken or open windows or 
skylights, at or from premises owned, leased, or 
rented by the insured. 

(g) The breaking, burning out, or disrupting of any 
electrical power unit. 


Air-Meet Coverage.—By endorsement, coverage may be ex- 
tended to include aerial demonstrations and meets held at the 
airport at various times, each such event being separately in- 
sured and specifically rated. 


Personal Accident Insurance.—An aviation personal acci- 
dent policy is available which provides indemnity when the in- 
sured loses his life, limbs, sight, or time as a result of bodily 
injuries effected through accidental means covered by the policy. 
A description of an Abriient policy used by some companies 
follows. The insured is protected while riding as a passenger, 
pilot, operator or member of a crew upon an aircraft or while 
engaged in flight. 

APPLICATION.—The application for personal accident insur- 
ance contains the following information to determine the ex- 
tent and acceptability of the risk: 

1. Geographical limits of flights. 

2. Nature of flights and whether test flights will be under- 
taken. 

3. Whether landings will be limited to recognized aerodromes 
except in case of accident. 
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4, Whether flights will be made by order of any naval or 
military authority. 

5. Whether flying will be limited to aircraft operated in 
scheduled service of airlines granted a certificate of 
authority by the Department of Commerce. When flying 
is conducted in any other aircraft, the application must 
state the make and motor number of the aircraft, the 
make and license number of the engine, and the pilot’s 
name, flying experience, and type of license. 

6. Number of hours which the insured has flown and is ex- 
pected to fly during the next 12 months. 

7. In the event the applicant holds a valid pilot license, the 
type and grade of the license and the number of his solo 
flying hours. 

8. Whether the applicant is flying for his own account or 
on behalf of an employer. In the latter event, the name 
and address of the employer must be furnished. 

9. Whether a parachute will always be worn by the insured 
while flying as a pilot. 


Limit oF Liapitiry.—The principal sum is payable for loss 
of life, both hands, both feet, sight of both eyes, one hand and 
one foot, or of one hand or foot and the sight of one eye. Half 
this principal sum will be paid if the insured suffers the loss of 
one hand, one foot, or the sight of a single eye. 

If the insured is totally disabled within 20 days from the 
time of the accident, the company will pay him a weekly indem- 
nity for a period of 26 weeks. He is not entitled to this benefit 
if he is indemnified for the specific loss of a part of his body. 


ExcLusions.—The company is not liable under the follow- 
ing circumstances: 


1. The flight of a newly constructed aircraft, or of any 
aircraft in which any material change or alteration in 
the construction, material or parts thereof, or in the type 
of engine used therein, has been made, if such flight is 
undertaken prior to the aircraft having made a com- 
plete circuit in the air and a successful alighting with- 
out accident. 
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2. Descents upon water in the case of a land-alighting air- 
craft or descents upon land in the case of a marine 
aircraft except in case of accident. 

3. Acrobatic flying, i.e., any intentional maneuver not neces- 
sary for safe navigation. 

4. Racing, pacemaking, speed testing or attempted record- 
breaking. 

5. Flying one hour after sunset or one hour before sunrise, 
standard time of place of flying. 

6. Flying over water beyond five miles from shore in the 
case of water-alighting aircraft or flying over water 
beyond one mile from shore in the case of land-alighting 
aircraft. 


STANDARD Provistons.—The policy contains the various 
standard provisions required by law as described in the chapter 
on accident insurance. 


Aviation Group Accident Insurance.—A single policy, 
sometimes called airsurance, may be attractive to an employer 
having employees using airlines in the course of their employ- 
ment. It is possible to include in the one policy coverage of part- 
ners, principals, executives, and officers and employees of both 
the company and its subsidiaries. In the event of an accident, 
the employer simply pays the employee or his estate or depend- 
ents the sum stated in the policy and the insurance company 
will reimburse the employer. 

The policy is based on an agreement by the employer volun- 
tarily to pay certain sums for fatal injury or dismemberment of 
his employees in accidents occurring during business trips on 
scheduled airlines. The company assumes liability for each em- 
ployee named in the policy or in any endorsement up to the limit 
which the employer designates for the employee. Cover- 
age may also be provided for other employees whose names 
and limits of liability prior to any flight, are mailed or tele- 
graphed to the company. The policy provides for a maximum 
limit of liability for two or more employees, any one aircraft 
in any one aviation accident. The coverage is for death or bod- 
ily injury effected solely through accidental means within the 
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geographical limits of North America while the employee named 
as a passenger is boarding, riding in, or alighting from an air- 
craft operated on a regular schedule by an airline holding an 
airline certificate from the United States Bureau of Air Com- 
merce. In addition, the policy covers the employee in his ca- 
pacity as a passenger at an airport or place of forced landing 
if he is struck by any aircraft or propeller or suffers bodily 
injury through drowning or exposure while awaiting rescue. 


Limit oF Liasitiry.—The company will pay the full desig- 
nated indemnity when the insured accident results in the fol- 
lowing specific losses : 


1. Life, if death results at any time within 90 days from the 
accident. 

2. Any two extremities by severance at or above the wrist 
or ankle. 

3. Sight of both eyes if irrevocable. 

4. One eye irrevocably and one extremity by severance at or 
above the wrist or ankle. 


One-half the designated limit is payable should the employee 
lose the sight of one eye irrevocably or one extremity by sever- 
ance at or above the wrist or ankle. 


Exc usions.—The group accident insurance policy is sub- 
ject to the following exclusions : 


1. Suicide, attempted or effected by the employee, while sane or 
insane. 

2. Death or injury of employee while the employee is insane, 
intoxicated, violating the law, fleeing from justice, or 
resisting arrest. 

3. Death from disease. 

4, Death or injury resulting directly or indirectly from war, 
invasion, strike, insurrection, riot, civil commotion, or 
from military, naval or usurped power. 


Aviation Insurance Premium Charges.—While rates are 
published by aviation insurance companies for similar risks, so 
many factors enter into the rating of an aviation risk, that not 
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many risks are identical. Hence it is the customary practice 
to rate each risk upon its individual merits. 

Rates for the various lines are based on the following classi- 
fication of uses to which the.aircraft may be put: 


1. Private use, that is, pleasure or personal travel and private 
business. 

2. Industrial aid, which designates aircraft used by business 
organizations to transport executives and employees in 
commercial travel. 

3. Flying service, which includes passenger-carrying and 
chartered flights, but not student instruction. 

4. Flying service, which includes passenger-carrying and 
chartered flights, as well as student instruction including 
student solo flights. 

5. Scheduled air lines. 


Fire Damage.—Rates for fire coverage vary with the form 
used, which, as previously explained in this chapter, may be 
one of the following: ' 

1. Fire under all circumstances. 

2. Fire, except when following a crash. 

3. Fire, while not in flight. 

4. Fire, while not in flight, excluding running of engines. 


Windstorm Damage.—Rates are quoted on the following 
bases, the charge being increased as the deductible percentage 
for loss is reduced: (1) 5% deduction of the amount of in- 
surance with a minimum of $50; (2) 244% deduction of the 
amount of insurance with a minimum of $50. 

The quoted rates are the minimum rates and are increased 
substantially in storm areas. 


Land Damage.—Land damage rates vary according to the 
form used which, as previously explained, may include limited 
taxiing or totally exclude aircraft moving under their own 
power, and provide for a 214% deductible and a minimum de- 
duction of $50 from each loss. 


Theft, Robbery, and Pilferage.—Rates for theft, robbery, 
and pilferage coverage provide a $25 deduction from each loss. 
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Crash Damage.—In connection with crash and public lia- 
bility coverages, premiums are adjusted for type and use of 
aircraft and experience of pilots. For private owners, rates 
depend upon the pilot’s experience under the following recog- 
nized classifications, which are listed in the order from the low- 
est to the highest premiums: 

1. Experience of 250 hours or over. 

2. Experience of from 100 hours to 250 hours. 
3. Experience of less than 100 hours. 

4. Amateur licensed pilot. 

5. Student pilot. 


The crash coverage provides for a deduction of 10% of the 
amount of insurance and a minimum deduction of $100 from 
each loss. 


Mooring Damage.—Mooring rates are quoted subjected to 
a 5% deduction of the amount of insurance and a minimum de- 
duction of $50 per loss. 


Public Liability and Property Damage Liability.—Rates 
for public liability insurance and property damage insurance are 
determined on the basis of the use of the aircraft for commer- 
cial purposes, that is, for industrial aid, flying services, exclud- 
ing student instruction, and flying services including student in- 
struction and including student solo flights. The coverage ex- 
cludes passenger liability. Separate rates are quoted if passen- 
ger liability is to be included. For passenger liability the rate 
depends on the number of passenger seats in the aircraft. The 
passenger liability coverage is a separate coverage and the pur- 
chase of that coverage is optional with the public liability cov- 
erage. The rate for public liability and property damage liabil- 
ity insurance for aircraft operated by private owners depends 
upon the experience of the pilot similar to crash damage insur- 
ance and the number of seats for passenger liability coverage 
limited to guest passengers only. If the pilot is an amateur 
licensed pilot or student pilot, passenger carrying is prohibited. 


Underwriting Principles.—Aviation insurance is founded 
on three fundamental underwriting principles: (1) satisfactory 
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moral hazard, (2) satisfactory physical hazard, and (3) ade- 
quote experience for evaluating risks. 


SaTisFAcToRY Morat Hazarp.—The applicant for insur- 
ance must have sufficient capital, operate with efficient person- 
nel, and possess proper facilities and material for satisfactory 
maintenance. In addition, the type of plane used must be one 
which has been successfully used. 


SATISFACTORY PuystcaL Hazarp.—This involves four con- 
siderations: (1) type of plane used, (2) qualifications of the 
pilot, (3) territory to be flown over, and (4) purpose of the 
flying. 

The particular type of plane to be used must be familiar 
to the underwriter. He should know the type of machine, the 
construction and weak points, if any, the plane’s performance 
—that is, high speed, landing speed, useful load, passenger and 
cargo capacity, and whether the craft possesses safety features, 
such as fire extinguishers or proper brakes. The underwriter 
should also know the territory over which the plane will be 
flown. 


ADEQUATE PREvIoUS EXPERIENCE.—The third principle is 
the most difficult feature of aircraft underwriting. As yet the 
experience is limited. Because of this limited experience, air- 
craft insurance cannot be rated according to a standard of rates. 
Each risk must be rated separately, since no two risks are alike. 
The plane, the pilot, the moral hazard, the housing of the plane, 
the territory to be flown over, and the purpose of the flying, 
nearly always vary. 


Essential Limitations.—In the basic form, coverage is pro- 
vided for a named approved pilot or licensed aircraft. By en- 
dorsement, however, additional named approved pilots may be 
included in the policy. This endorsement is beneficial to prin- 
cipals of organizations which use their own aircraft. In the 
case of schools and clubs, manufacturers of aircraft, and repair 
and service risks, coverage is limited to executive and approved 
employees, except for ground coverage where the limitations is 
obviously unnecessary. 

It is also possible to name more than one pilot in the policy 


AVIATION INSURANCE 361 


and in some cases to obtain a policy covering any pilot who 
holds a certain grade of license. 

The exclusions of the policy are designed to keep the risk 
within certain bounds and may usually be eliminated by en- 
dorsement and the payment of additional premium. The ob- 
servance of regulations made by the Bureau of Air Commerce, 
however, cannot be avoided by endorsement. 


Flying Hour Basis.—It is possible to obtain insurance for 
five or more aircraft on a flying hour basis. The premium is 
based upon a monthly reporting of hours and represents an 
average instead of an individual rate for each airplane. 


Hull Rates.——When a dealer owns a varying number of air- 
craft of different values throughout the year, the premium may 
be based upon the average value at risk during the year. For 
crash insurance the premium will be based upon the number of 
hours of use of the various aircraft. 


More Airplanes than Pilots—A reduced rate will be 
charged to an owner who has more airplanes than pilots. If, 
for example, he owns three airplanes and employs two pilots, 
he will be charged full rates for two airplanes and a reduced 
rate for the third airplane. 


Airlines.—In the case of airlines conducted under the super- 
vision of the Department of Commerce, rates for bodily injury 
and property damage, excluding passenger hazard, may be com- 
puted on the number of miles traveled by each ship. The pre- 
mium for passenger liability is based on the number of pas- 
senger miles, which means the number of miles each passenger 
is carried during the policy period. 


Test Flights.—A policy may be issued covering test flights, 
but complete data are required on the design, construction and 
workmanship of the aircraft and the nature of tests. 


Mortgagee’s Interest.—A policy will be issued to cover the 
mortgagee’s interest and all warranties eliminated as far as his 
interest is concerned. The policy is written for the amount 
of the unpaid balance and is reduced by the monthly payments 
provided in the sales contract. 
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Lay-Up.—A return premium will be allowed if the aircraft 
is laid up for not less than 90 consecutive days. The maximum 
return premium allowed is for a period of 180 days. A credit 
of the pro-rata premium for, the permissable days of lay-up is 
applied against the renewal premium of the policy. If the policy 
is not renewed, however, the return premium will be calculated 
on a short-rate basis for the number of days of lay-up. 


Public Liability.—A policy may be issued to cover a school’s 
legal liability to a student and also may be endorsed to cover 
accidents for which the student may be responsible while learn- 
ing to fly the aircraft. 

The liability policy covers the liability of the owner of the 
airplane. By endorsement, however, the insured may be pro- 
tected against liability while he operates aircraft which he does 
not own. 


CHAPTER 18 
STEAM BOILER AND MACHINERY INSURANCE 


The use of boilers, engines, turbines, and various electrical 
apparatus has increased hazards for which insurance coverage 
must be provided. There is a possibility that while a boiler or 
engine is in operation, an explosion or breakdown may occur, 
injuring persons, destroying property, and possibly causing sus- 
pension of business. Electrical apparatus may also be disabled 
while in operation, causing heavy financial loss and necessitating 
the installation of new parts. Protection is provided against 
these hazards by steam boiler and machinery insurance. 


Steam Boiler Insurance Policy 


Provisions.—Unlike most forms of insurance, both the 
boiler policy and the machinery policy embody only the general 
outline and the general conditions of coverage. Specific cover- 
ages and specific conditions are found in the various schedules 
and endorsements which form a part of the policy. This method 
is necessitated by the multiplicity of objects and their peculiari- 
ties which must be individually described. 

The boiler policy provides for a limit for each accident which 
occurs during the term of the policy. The coverage for each 
accident is divided into five sections as follows: 


Section I.—The company will pay the insured for toss on 
the property of the insured directly damaged by accident. The 
company may elect to repair or replace the damaged property. 
The policy does not cover: (1) loss from fire or from the use 
of water or other means to extinguish the fire, (2) loss from 
an accident caused by fire, (3) loss from delay or interruption 
of business or manufacturing or process, (4) loss from lack of 
power, light, heat, steam or refrigeration, (5) loss from any 
indirect result of an accident. 
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Section II.—Provides that the company will pay the extra 
cost represented by items of expense for temporary repair or 
for expediting the repair of the damaged property of the in- 
sured including overtime cost and the extra cost of express or 
other rapid means of transporting material. However, if the 
company’s payment under Section I is $1,000 or less, the com- 
pany’s liability under Section IT may not exceed an amount 
equal to the payment under Section I. If the payment under 
Section I exceeds $1,000, the company’s liability under Section 
II may not exceed $1,000 plus 25% of the amount by which 
the company’s payment under Section I exceeds $1,000. The 
company’s liability under Section II is a part of the limit of 
accident stated in the policy and not an additional amount over 
and above the limit per accident. 


Section III.—Provides that the company will pay: (1) to 
the extent of the indemnity remaining after payment of all 
losses as required under Section I and Section II, any amount 
which the insured is obligated to pay by reason of the liability 
of the insured for loss of property of others directly damaged 
by the accident, including liability for loss of use of the dam- 
aged property of others; (2) the cost of defending the insured 
against any claim or suit alleging such damage. 


Section IV.—Provides that the company: (1) will pay 
to the extent of any indemnity remaining after payment of all 
loss as may be required under Sections I, II, and III, such 
amounts as the insured may be obligated to pay by reason of 
the liability of the insured, including liability for loss of service 
on account of bodily injuries (including death at any time 
resulting therefrom) sustained by any person and caused by 
the accident; (2) will defend the insured against any claim or 
suit alleging such liability. The company is not liable except in 
certain states for any claim under any Workmen’s Compen- 
sation Law. The company will also pay, if loss under Section 
IV is covered, irrespective of the accident limit for immediate 
necessary surgical relief rendered at the time of the accident. 


Section V.—The company is liable in connection with 
claims arising under Sections III and IV for interest accruing 
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after judgment is entered, and also for the cost of the appeal 
bonds. 


Limit of Liability—The limit which is payable for any acci- 
dent under a boiler policy, as the above shows, is paid progres- 
sively in the following sequence, Sections II and IV constitut- 
ing optional coverages: 


1. Loss of the insured’s property including the insured object. 
2. Expediting costs. 

3. Damage to property of others. 

4. Personal injury. 


The boiler policy provides for the payment of losses involved 
in each accident during the policy term provided that at the 
time of the accident the object was in use or connected and ready 
for use at the location designated for it in a schedule accom- 
panying the policy and in which the object is described. The 
amount paid for any one accident, however, may not exceed the 
amount specified as the limit per accident. The term “one acci- 
dent” means one loss or disaster, and includes the explosion at 
the same time or in immediate succession of different boilers or 
of different parts of one boiler. 

Though the amount of insurance in case of any one accident 
is limited, there is no limitation as to the number of accidents. 
Similar to most liability policies, the boiler policy is of a continu- 
ous indemnity type. As long as the policy is in force the com- 
pany is liable for each accident up to the limit of liability for 
one accident. 

When any parts of the damaged property must be repaired 
or replaced, the company’s liability for repairs and replacements 
does not exceed the cash value of these parts or of the entire 
object, whichever is lower. In computing the actual cash value, 
deductions are made for depreciation however caused. 

In the event that the company and the insured cannot reach 
an agreement as to the extent of any loss, the amount is de- 
termined by an appraisal if the insured so elects. 


Other Insurance.—The boiler policy also provides, in con- 
nection with personal injury liability coverage, that if at the 
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time of an accident there is in effect any contract or other pro- 
vision covering the personal injury liability loss, the company 
is liable only for that part of the loss which exceeds the amount 
of other insurance. This rule applies whether the indemnity 
is to be paid by another insurance company, by any association 
or individual, or by a corporate or political body. 

With respect to loss of property of insured, expediting costs, 
and damage to property of others, the company’s liability un- 
der a boiler policy is regarded as contributing insurance with 
any similar valid and collectible insurance. 


Suspension.—The company has the right at all reasonable 
times to inspect the various objects. Upon the discovery of any 
dangerous condition with respect to any object, any represen- 
tative of the company may suspend the insurance by written 
notice mailed or delivered to the insured at the latter’s address 
or to the location of the object to which the suspension applies. 
A pro-rata premium adjustment is made in the insured’s favor 
for the period of suspension on the object. The suspended in- 
surance may be reinstated by endorsement. 


Endorsements.—Provisions of both the boiler and machin- 
ery policies may be modified by the use of the following en- 
dorsements: 


1. Part-time operation or suspension. 

2. Indefinite suspension and reinstatement. 

3. Varying limits for several locations covered under one 
policy. 

. Deductible liability. 

. Permission for transfer of objects. 

. Operation during suspension. 

. Newly acquired objects. 


AWA 


Part-Time Operation.—Any object which may be covered 
by a boiler or machinery policy is eligible by endorsement for 
part-time operation or suspension, provided the object is out 
of service for three or more whole consecutive months. No 
premium adjustment or refund is granted for objects which 
are not out of service for this minimum period. 
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When an insured object is seasonably operated and periods 
of idleness are definitely known in advance, the company may 
attach either a part-time operation endorsement or a suspension 
of insurance endorsement. Both endorsements have the iden- 
tical effect of suspending insurance for definite predetermined 
periods. The two endorsements differ, however, in adjusting 
the credit for the period of suspension, as follows: 


1. The part-time operation endorsement is issued at the 
same time as the policy and does not provide for a return of 
premium. Instead, this endorsement states how much has been 
deducted from the premium for the suspension. 

2. The suspension of insurance endorsement is employed 
in connection with an object already covered by the policy, 
when suspension is desired for a specified period. This en- 
dorsement grants a return premium for the period of non- 
operation. 


Both endorsements are designed properly to describe the 
suspended object, the duties of suspended liability and the pe- 
riod of suspension. 


Indefinite Suspension and Reinstatement.—An object may 
not be subject to seasonal operation or the exact dates of non- 
operation may not be exactly known. The indefinite suspension 
endorsement may then be used to suspend the insurance as of 
the effective date of the endorsement. Upon suspension, the 
insurance is not in force with respect to accidents occurring 
after noon of the effective date of suspension. 

The insurance may be reinstated by a reinstatement of in- 
surance endorsement attached to the policy. The reinstate- 
ment endorsement takes effect with respect to accidents taking 
place after noon of the date specified in the endorsement. 

If a written request for reinstatement is received within thirty 
days after the object is again placed in operation for the first 
time after the effective date of the suspension endorsement, the 
reinstatement takes effect at the time the object was placed in 
operation. In case, however, the written request is not received 
within the 30-day limit, the reinstatement takes effect only upon 
receipt of the written request. 
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A return premium is granted for the total number of months 
during which the insurance has suspended, provided the sus- 
pension period was at least three consecutive whole months. 


Varying Limits Endorsement.—Where coverage is pro- 
vided for several locations with varying degrees of hazard, it 
may be desirable to have different limits per accident. This 
purpose is served by the varying limits endorsement. 

As a result, the limit per accident with respect to property 
at the designated location is the amount stated in the endorse- 
men rather than in the insuring agreement. 

When several insured objects are involved in the accident, 
the company’s total liability for that accident does not exceed 
the amount stated in the policy as the limit per accident for that 
object for which the greatest limit is set. 


Deductible Liability.—Deductible liability policies are avail- 
able in which the insurance applies only on the part of a loss 
from an accident in excess of a stipulated amount. The en- 
dorsement must specify the deductible amount which the in- 
sured assumes and which is deducted from each loss. 

Deductible liability is not afforded where the limit per acci- 
dent is $10,000 or less. Furthermore, the deductible amount 
may not be greater than the respective limit per accident. If an 
accident involves two or more objects, the amount deductible 
for the accident is the largest amount stated in the endorse- 
ment for any of the objects involved. 


Permission for Transfer of Object.—When the insured 
has occasion to move objects to his other plants, he may obtain 
permission by endorsement. This endorsement is granted under 
the following conditions: (1) There must be another object in- 
sured under the policy at the location to which the object is re- 
moved. (2) The insured must give the company written notice 
at least 60 days after the object is moved. (3) The insured 
must pay any additional premium from the date of moving the 
article to the new location if required by the manual and rules 
and rates in effect at the date of the policy. 


The transfer endorsement is nullified if any state or hel 
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law or regulation is violated in moving the article to the new 
location. Furthermore, this endorsement does not apply under 
any condition except at the specified locations from which and 
to which the object is respectively moved. 


Operation during Suspension.—In certain plants it is oc- 
casionally necessary to operate objects for short periods. This 
brief period of operation may be required to maintain the 
equipment and for other purposes. As a result, the insured 
would be prevented from obtaining any reduction in premium 
for suspension, since the non-operation period would generally 
be for less time than the required suspension period. For an 
additional premium, however, this contingency is avoided by 
adding the endorsement permitting limited operation during 
suspension. 

The operation during suspension endorsement is available 
either on a weekly or monthly basis. The weekly endorse- 
ment grants the insured permission to place in operation any 
insured object subject to an indefinite suspension endorse- 
ment. The period of operation must not exceed 24 consecutive 
hours designated as the maintenance period. The insurance will 
then be in force despite the indefinite suspension period, pro- 
vided the object had not been in operation during the five days 
preceding the maintenance period. If, on the other hand, the 
object is placed in operation less than five days after a mainte- 
nance period, no coverage is provided. In that event, the policy 
can be reinstated only under the provisions of the indefinite sus- 
pension endorsement, the temporary operation terminating the 
suspension period. 

The monthly endorsement provides for a maintenance period 
of 48 consecutive hours and for a non-operating period of 25 
days preceding the maintenance period and a reinstatement 
requirement if the object is placed in operation less than 25 
days after the maintenance period. In other respects, the two 
endorsement forms contain the same provisions. 


Newly Acquired Objects.—When the insured anticipates 
the installation of additional objects at any location covered by 
the policy or the acquisition of new properties on which there 
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may be objects to be insured, protection may be afforded by 
attaching to the boiler or machinery policy the standard en- 
dorsement for newly acquired objects. 

The company requires a written request for insurance on 
the newly acquired or installed object within 60 days from the 
date of its first operation by the insured. If this request is not 
received within 60 days, the insurance does not take effect until 
the request is in the company’s hands. 

The insured must pay an additional premium for the in- 
surance on the object in accordance with manual rules and 
rates in effect at the issuance date of the policy. 

Loss from any accident to a newly acquired or installed ob- 
ject is subject to a specified limit per accident. The com- 
pany is not liable, however, under the following conditions: 
(1) violation of any law or legal regulation, and (2) any loss 
on portable objects which may readily be moved from place to 
place. 


Boiler Policy Schedules.—Various schedules are attached 
to the boiler policy to cover different objects. The following 
schedules will be discussed as illustrations: 


Boilers, except cast iron boilers 
. Cast iron boilers 

. Unfired vessels 

Replaceable service tanks 

. Residence boilers and vessels 


oho 


Boilers (except cast iron).—This schedule covers all types 
of boilers and other fired-pressure vessels except cast iron boil- 
ers. Fire tube and water tube boilers are examples of objects 
thus covered. 

Insured objects are described in the schedule by designation 
of boiler number, type, class, size, fuel, and location. The 
schedule also indicates whether or not coverage is provided for 
furnace explosion. 


ACCIDENTS CovERED.—Accidents, as respects this schelule, 
mean the sudden and accidental tearing asunder of objects or 
their parts by steam or water pressure. The sudden and acci- 
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dental inward crushing of a cylindrical furnace or flue is like- 
wise covered. 

If furnace explosion is included, coverage is provided for 
any sudden and accidental explosion within the furnace, tubes, 
flues, or other passages used for conducting gases from the 
furnace to the chimney. The company is not liable, however, 
unless the object is operated with the kind of fuel specified in 
the schedule. 


PRESSURE LimITATION.—The company is not liable for any 
loss from an object used to generate steam and for which the 
word “low” is inserted in the schedule, while any safety valve 
on the object is set to allow a pressure in excess of 15 pounds 
per square inch. 


Cast Iron Boilers——The schedule for cast iron boilers 
specifies the designating number, manufacturer, size and trade 
number, fuel, and location of each insured cast iron boiler. This 
schedule also shows whether or not coverage is provided for 
furnace explosion and cracking. 

When cracking coverage is provided, accidents include any 
sudden and accidental cracking of any part of the object when 
leakage of steam or water results from the cracking in addi- 
tion to the accidental tearing asunder of the object or any part 
thereof caused by pressure of steam or water therein. 

If furnace explosion coverage is included, the word accident 
is defined as above. 


Unfired Vessels.—Cookers, steam tables, and tanks are 
among the various objects to which the unified pressure ves- 
sel schedule applies. Columns are provided in the schedule 
to indicate the designating number, location, type, size, and 
contents limit for each object covered. 

Any insured object used for storage of gas or liquid and 
periodically filled, moved, emptied, and refilled in the course 
of its normal service is considered at all times connected and 
ready for use within the terms of the policy. 


ACCIDENTS CovERED.—In the unfired vessels schedule, acci- 
dent means sudden and actual tearing asunder of any part of or 
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of the entire object because of pressure by steam, air, gas, 
water, or other liquid contained therein. Inward crushing of an 
object caused by vacuums is likewise covered. The schedule 
also provides coverage for sudden and accidental cracking of 
any cast iron part of the object, if this accident permits a leak- 
age of steam, air, gas, water, or other liquid. Leakage at valves, 
fittings, joints or connections, however, does not constitute an 
insured accident. 

ConTENT CovERAGE.—The company is not liable for loss of 
contents of a damaged object unless specifically provided for 
by insertion of an amount in a column of the schedule headed 
“Contents Limit.” In event of loss of contents the company’s 
liability does not exceed this amount, which in turn is part of 
the specified limit for the accident. 


Replaceable Service Tanks.—As respects any replaceable 
service tanks, the insured object means any cylindrical tank 
which does not exceed two feet in diameter and which, though 
located temporarily on the premises, is not owned by the in- 
sured. A further condition for coverage is that the tank must 
contain the liquid or gas specified in the schedule. 

The schedule states the maximum number of objects and 
their contents. An accident is here defined as the sudden and 
accidental tearing asunder of any part of or of the entire object 
caused by pressure of the contents. Each object mentioned in 
the schedule is throughout the policy period considered as con- 
nected and ready for use within the terms of the policy. 

Limit or LiapiLities.—The company’s liability does not 
exceed that portion of any insured loss which the specified 
maximum number of objects bears to the actual number of 
such objects on the premises at the time of the accident. 


Residence Boilers and Vessels.—Unlike other schedules, 
the schedule covering residence boilers and vessels does not 
specifically designate insured objects, but applies to all objects 
in a single residence or garage. These objects may be any of 
the following types: 

1. Steam heating boilers 
2. Hot water heating boilers 
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. Hot water supply boilers 

. Storage water heaters 

. Electrical water heaters 

. Coil water heaters, water fronts, and water backs 
. Incinerators and garbage burners used for hot water supply 

service 

8. Economizers used for heating water 

9. Air tanks 
10. Water supply tanks 
11. Expansion tanks used in connection with hot water heat- 
ing systems 
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ACCIDENTS CovEeRED.—The residence boiler and vessel 
schedule defines covered accidents similar to the preceding 
schedules. These definitions may be summarized as follows: 


1. Sudden and accidental tearing asunder of insured objects, 
resulting from the pressure of steam, air or water or by 
vacuum. 

2. Sudden and accidental cracking of any cast iron part of 
insured objects, when the accident causes a leakage of 
steam, air or water. Leakage at valves, fittings, joints, 
or connections, however, is excluded. 


As in previous schedules, furnace explosion coverage may be 
provided, extending the above list of definitions to include the 
following : 

Sudden and accidental explosion of gas within the object’s 
furnace or within the tubes, flues, or other passages used for 
conducting gases from the furnace to the chimney. This same 
definition applies to hot air furnaces and stoves within the resi- 
dence. 


Premium Charges for Boiler Insurance.—Premium 
charges for boiler insurance are based on the following factors: 

1. Object charge. Hazards vary with the size and value of 
insured objects, which are accordingly classified on the basis of 
past experience. Rates are assigned for these classifications on 
the basis of the estimated risk involved. Sufficient insurance 
should be provided to cover the value of both the insured ob- 
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ject and other property which may be damaged in the same 
accident. The amount of insurance should also cover liability 
for bodily injuries and deaths resulting from the accident. 

2. Basic charge. This is a-flat charge which is made regard- 
less of the number of objects insured. 

3. Location charge. A charge is made for each location and 
may be said to represent the territorial charge. 

4. Coverage. Rates naturally vary with extent of coverage, 
that is, the limit per accident and kinds of coverage granted. 

5. Additional coverage. Additional charges are made for 
use and occupancy insurance and other additional coverages. 
These coverages will be discussed subsequently. 


Machinery Insurance 


Purpose.—Few people appreciate the multiplicity and im- 
portance of power plant insurance. Aside from the total need 
for boiler insurance as already discussed, the social and eco- 
nomic needs for machinery insurance can hardly be over- 
emphasized. Hardly a locality in the United States is without 
an engine and the development of the use in electrical machin- 
ery has been phenomenal. 


Schedules.—The machinery policy as a basic insuring agree- 
ment is similar to the boiler policy. Various schedules are at- 
tached to cover specific objects, as illustrated by the following 
examples: (1) engines, reciprocating pumps, and compressors 
(except internal combustion types) ; (2) electric motors. 


Engines, Reciprocating Pumps and Compressors (except 
internal combustion type).—This schedule covers steam en- 
gines and reciprocating pumps and compressors for air and 
their gases. When internal combustion cylinders form an in- 
tegral part of the insured objects, the internal combustion type 
schedule must be used. 

For full identification of insured objects, the schedule pro- 
vides columns for designating number, type, manufacturer, and 
number of cylinders of the machine and the size of its cylinders. 


ACCIDENTS CovereD.—Accidental breaking, burning out, or 
rupturing of the object is covered, provided the accident imme- 
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diately prevents continued operation or so impairs the function 
of the object as to necessitate immediate repair or replacement 
thereof. 

The schedule does not cover the breaking, burning or ruptur- 
ing of any gasket or gland packing. Depletion of material in 
any part of the insured object caused by pitting, corrosion or 
wear is similarly excluded. 


Electric Motors.—This schedule covers electric motors. For 
identification of insured objects, the schedule provides columns 
for designating numbers, manufacturer, current used, motor 
use, voltage capacity and motor control equipment. 


ACCIDENTS CovERED.—Electric motors are insured against 
accident, which is defined to be a sudden and accidental break- 
ing, deforming, burning out, or rupturing of the object or any 
part thereof which manifests itself at the time of its occurrence 
by immediately preventing continued operation or by immedi- 
ately impairing the functions of the object and which necessi- 
tates repair or replacement before its operation can be resumed 
or its functions restored. The burning out of a fuse does not 
constitute an insurable accident. 

This schedule makes an important change in the exclusions 
stated in the basic policy form. As amended by the schedule, the 
exclusion applies to loss from fire outside the object or from 
the use of water or other means to extinguish fire. Inasmuch 
as the basic policy excludes losses by fire or from accidents 
caused by fire, the schedule narrows the exclusion to the hazard 
of fire outside the motor. 

Furthermore, the company is not liable for losses occurring 
while the object is undergoing experimental tests, being re- 
paired or dried out. An exclusion likewise applies to the renewal 
or replacement of any fuse or brush replaced or renewed. 


Premium Charges.—The premium charge for a machinery 
policy depends upon the following factors: 
1, Insured object. 
2. An insurance charge for each location. 
3. Extent of coverage, similar to boiler insurance. 
4, Additional coverage, similar to boiler insurance. 
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Additional Coverages.—The basic steam boiler policy and 
the machinery policy cover direct damages. A plant, however, 
may be closed because of accident causing loss of profits and 
continuing expense. In addition, the insured may desire pay- 
ment for each hour an object cannot be used on account of 
accident. An insured may also suffer loss due to interruption 
of power from a public utility plant. To meet various contin- 
gencies coverage is provided for the following hazards: 


1. Use and occupancy insurance 

2. Consequential damage insurance 
3. Outage insurance 

4. Power interruption insurance 


1. Use and Occupancy Insurance.—This coverage provides 
a specified indemnity to be paid for each day during which the 
business of a specifically described plant is prevented because of 
an accident to an object, whether the object is located in the 
particular plant or elsewhere. 

The insured selects a fixed amount of daily indemnity to 
cover his anticipated losses such as loss of profits, overhead 
expenses and maintenance expenses, resulting from prevention 
or reduction of business on the premises. The total liability 
for any one accident is also subject to a total limit regardless 
of the number of days of suspension. 

Use and occupancy cannot be written on objects where the 
prevention of the functions of the object may result merely in 
increased operating expenses or intangible losses, not directly 
reflected by prevention or reduction of business. Coverage un- 
der such circumstances should be obtained by outage insurance 
as explained in this chapter. 

When a plant derives all or a part of its power, light, heat, 
steam, or refrigeration from objects located outside of the in- 
sured’s premises, except where such outside objects form a part 
of a public utility system, use and occupancy insurance may be 
written to cover the suspension of operation in the plant result- 
ing from an accident to any specified object, supplying power, 
light, heat, steam, or refrigeration. 

If loss of use is due to an accident to outside objects which 
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form a part of a public utility system, power interruption insur- 
ance must be used as explained subsequently. 


AMOUNT OF INDEMNITY.—The use and occupancy form 
provides for a specific indemnity for each day during which 
business is totally prevented on the premises. The interruption 
of business operation must be the result of an accident as de- 
scribed by the policy to an object covered by any of the sched- 
ules of the policy. If an object is either not covered or is spe- 
cifically excluded in the policy schedules, the company is not 
liable for the resulting loss. 

The full daily indemnity is payable for total prevention of 
business during the entire day. A portion of the daily indemnity 
will be paid for partial prevention of operations resulting in 
business for the day less than current business. The company’s 
liability for partial prevention is that portion of the daily indem- 
nity for total prevention which the reduction in business bears 
to current business. In these calculations, a day constitutes a 
period of 24 consecutive hours from midnight and current busi- 
ness is an arithmetical mean of total business during three days 
preceding the accident. The insured may select the three days 
which just precede the date of the accident or which fall on any 
calendar week in any eight calendar weeks, in each of which 
business has been done, preceding the accident. 


Business CovEerep.—The term “business” in use and 
occupancy forms is variously defined for different types of 
business activity. When the premises are used for manufactur- 
ing purposes, the interruption of business is measured by the 
production on the premises of the finished product ready for 
packing, shipping or sale. 

Mercantile business, however, means gross sales on the prem- 
ises. When the premises are used for rental purposes, the rents 
collectible from the property are the measure of business. 
Finally, gross income is the measure of business for property 
used for professional purposes. 


LiaBiLiry DatEe.—The company’s liability arises upon the 
arrival of a notice of the insured accident. Notice may be com- 
municated by telegram or letter either to the home office or to 


378 INSURANCE 


any other place designated in the endorsement. Whichever place 
the notice first reaches determines the commencement of the 
company’s liability. If the form states that liability commences 
at the time of the accident, the company is not liable for pay- 
ment during any period before the twenty-fourth hour prior to 
the arrival of notice. If the commencement of liability is stated 
as of a designated midnight, the company is not liable for pre- 
vention of business during any period prior to that midnight 
after receipt of notice of the accident by the company. 


ExcLustons.—Prevention of business is not covered by the 
use and occupany endorsement if: 


1. Caused by fire or use of water to extinguish a fire. 

2. Caused by fire outside the object after an accident. 

3. The business would not or could not have been carried on 
even if the accident had not occurred. 

4, The insured manifests lack of diligence and dispatch in 
resuming business. 


Duties oF INsuRED.—At the request and expense of the 
company, the insured must use surplus machinery, duplicate 
parts and similar stock which he owns in order to resume busi- 
ness. The company may also require the use, at its own ex- 
pense, of finished products owned and controlled or purchased 
elsewhere by the insured as a substitute for work prevented. 
Expenses thus incurred either by the company or by the in- 
sured at the written direction of the company are considered a 
part of rather than an addition to the limit of loss. 


MopiricaTions.—Use and occupancy insurance may be 
modified by the: (1) varying limits and (2) suspended liability 
endorsements. 

The varying limits endorsement provides for varying limits 
of indemnity for different periods of the policy year instead of 
a fixed daily indemnity. 

The suspended liability endorsements provide that liability 
can be suspended as follows: (1) The use and occupancy en- 
dorsement may be amended so as to suspend liability for pay- 
ments of daily indemnity during certain specified periods, irre- 
spective of the date on which the accident occurs. (2) An en- 
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dorsement for part-time operation or suspension may be issued, 
suspending use and occupancy insurance with respect to acci- 
dents to all objects covered, occurring during certain specified 
periods. 


2. Consequential Damage Insurance.—Consequential dam- 
age insurance covers losses due to spoilage of the property of 
the insured and his liability for spoilage of property of others. 
The cause of loss must be lack of power, light, heat, steam, or 
refrigeration at a specifically designated plant resulting from an 
accident to the insured object whether or not located in that 
plant. 

Consequential damage insurance can also be used to cover: 
(1) loss of admission and tuition fees and similar losses which 
do not vary with the length of the suspension period; (2) in- 
crease in consumer’s bills for current purchases from a public 
utility by reason of an increase in the so-called demand charge. 
It must be demonstrated that the excess demand for current is 
the result of an accident to a designated boiler or machine used 
by the consumer to generate steam or power. 

This insurance is also available to cover suspension of opera- 
tion of a plant deriving all or part of its power, light, heat, 
steam, or refrigeration from objects outside the insured’s prem- 
ises by reason of accidents to these specified objects. This cov- 
erage does not include loss caused by accidents to objects form- 
ing part of public utility systems. 

If spoilage is due to an accident to outside objects forming 
a part of a public utility system, coverage is obtained by the 
power interruption insurance endorsement. 


CoNSEQUENTIAL DAMAGE ENDORSEMENT.— The consequen- 
tial damage endorsement is used to cover spoilage resulting 
from an accident as described by the policy to insured objects 
whether the object is in the insured’s plant or outside the plant. 
The company agrees to cover loss of specified property of the 
insured as well as his liability for loss due to spoilage of desig- 
nated property of others. 

The company’s total liability for any one accident is subject 
to a stated limit of liability, irrespective of the designated limit 
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per accident in the policy. This liability is further limited to 
actual cash value of the property at the time of the accident with 
adequate allowance for depreciation. 


Duties or INsuRED.—The company may require the insured 
to take means to prevent and reduce losses, including the dis- 
position of salvaged property. Expenses so incurred by the in- 
sured at the written direction of the company and by the com- 
pany itself are considered as part of the limit of liability rather 
than as an addition thereto. 

The company itself may dispose of salvaged property and 
act in any other way which in its opinion will minimize loss. 


Exctusions.—Losses resulting from accidents caused by 
fire or by efforts to extinguish fire are not covered by the con- 
sequential damage endorsement. Losses which would have been 
prevented by reasonable diligence on the part of the insured are 
likewise excluded. 


MopiricaTions.—The consequential damage endorsement 
may be amended by a varying limit endorsement and a sus- 
pended liability endorsement. 


3. Outage Insurance.—Outage insurance provides a specific 
indemnity for each hour during which the functions of an in- 
sured object are prevented by an accident to the object as de- 
scribed by the policy. It should be noted that the purpose of 
outage insurance is to provide reimbursement for increased op- 
erating expense and intangible losses which do not necessarily 
involve any actual reduction of business. For the latter hazard, 
use and occupancy insurance should be used. Similarly, power 
interruption insurance rather than outage insurance is provided 
for interruption of service resulting from accidents to outside 
objects forming a part of a public utility system. Risks covered 
by outage insurance include schools, office and apartment build- 
ings, contracting risks, irrigation plants, dredges, drawbridges, 
and conveying operations. 

Outage insurance may also be written to cover against the 
prevented functioning of specific objects located outside the in- 
sured’s premises, except for objects forming part of a public 
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utility system, when the use of his plant depends wholly or in 
part on the operation of these objects. 


COMPLETE AND PARTIAL OuTAGE.—Complete outage means 
a period which commences at the time when the functions of 
the object are entirely suspended by accident and ends when 
these functions have been or could have been restored wholly 
or in part, even though as restored the object could not be used 
for other reasons. 

Partial outage denotes the period beginning at the time the 
functions of the object are partially suspended by accident or 
following complete outage at the time complete outage is ter- 
minated. The period ends and is subject to the same exclusions 
as complete outage. 

The period for complete outage or partial outage does not 
include any time before the twenty-fourth hour preceding the 
receipt of notice of the accident by the company. Any time dur- 
ing which equivalent means are substituted as provided in the 
contract is likewise excluded. 


Limit oF Liapitiry.—The company agrees to pay fixed 
hourly indemnity for each hour of complete outage of the in- 
sured object. Indemnity for the fraction of an hour is adjusted 
on a pro-rata basis. In case of partial outage, the indemnity is 
proportionate to the extent the functions of the object are pre- 
vented by the accident. 

Liability limits are fixed by the amount specified as the 
hourly indemnity for the object. A limit is also set for each ob- 
ject beyond which the company’s total liability for any one ac- 
cident cannot be exceeded. These hourly and aggregate limits 
apply for the particular object irrespective of the limits per hour 
and per accident which may be designated for other objects. 


Exctusions.—The company is not liable for loss if: (1) 
the accident was caused by fire or use of water to extinguish the 
fire, (2) the machine would not or could not have been used if 
the accident had not occurred. 


DuTIES OF THE INSURED.—At the request of the company, 
the insured may be required to use any spare parts which he 
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owns. Expenses thus incurred either by the company or by 
the insured at the written direction of the company are a part 
of the claim and are considered a part of rather than an addi- 
tion to the limit of loss. 

Endorsements are available for the outage endorsement for 
varying limits of indemnity and suspended liability. 


4. Power Interruption Insurance.—Power interruption in- 
surance provides indemnity against loss arising from the total 
or partial deprivation of usable service (electric current, steam, 
water, gas, or refrigeration) furnished by a public utility, 
caused by an accidental occurrence to the physical equipment of 
a public service system which immediately prevents, in whole 
or in part, delivery of usable service to the insured’s premises. 

The endorsement provides for hourly indemnity for suspen- 
sion of operations and property loss because of spoilage. The 
coverage is, therefore, an outage coverage and a consequential 
damage coverage. 

Loss of admission fees, tuition fees, or other similar loss 
which does not vary with the length of a period of deprivation 
may be treated as “property” loss under the meaning of these 
rules. Property loss from spoilage may be covered from the 
time of accident or after the lapse of a definite waiting period. 


PERIOD OF DEpRIVATION.—This term means those hours and 
fractions of hours from the time an accident occurs until serv- 
ice is wholly restored at the premises. Deprivation may be total 
or partial. 

Operating hours include those hours during which the in- 
sured would or could have used the service, had it been avail- 
able. The term “day” means a period of 24 consecutive hours 
from midnight. 


Limit oF LIABILITY.— 


1. Suspension Coverage. For total deprivation, the com- 
pany will pay the insured a stipulated amount per operating 
hour of total deprivation in that part of a period of deprivation 
exceeding five minutes. Fractions of an hour are compensated 
for on a pro-rata basis. When deprivation is partial, the com- 
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pany’s liability is in direct proportion to the extent of depriva- 
tion. 

Irrespective of the degree of deprivation, payments are sub- 
ject in all cases to a stated limit per day and to a specified limit 
per accident for this coverage. The latter is equal to the limit 
per day multiplied by the number of days for which the in- 
sured desires protection. 


2. Spoilage Coverage. The company will pay for the in- 
sured’s property loss resulting from spoilage of specified prop- 
erty of the insured and if any indemnity remains the company 
will pay such amounts as the insured is obligated to pay by 
reason of his liability for loss of specified property of others. 
Payment for spoilage is subject to a specified limit per accident 
and may be written subject to a waiting period before the com- 
pany’s liability commences. 

As respects any specified property of the insured which is 
damaged or destroyed, the company’s liability is limited by the 
deduction for depreciation however caused. 


ExcLusions.—The company is not liable for losses under 
the following conditions: 

1. Interruption of service caused directly or indirectly by 
riot, strike, or civil commotion. 

2. Failure of the insured to comply with the terms or con- 
ditions of his contract for the supplying of service. 

3. Interruption of service during the first five minutes of any 
period of deprivation or at any time before the public 
utility has notice of the interruption. This exclusion 
is limited to suspension of operations coverage. 

4, Failure of the insured to exercise reasonable diligence to 
protect the insured property from damage. This exclu- 
sion applies to the consequential damage coverage. 


Duties oF INSURED.—The company may take any means 
designed to prevent or reduce losses, including the disposition 
of salvaged property. As in other forms, the insured may be 
required to take similar actions, but any expense so undergone 
at the direction of the company constitutes a part of the limit 
per accident. 
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The company is not liable for deprivation losses unless the 
insured furnishes written notice to the company or its agent as 
soon as practicable. He must also notify the public utility com- 
pany so that prompt steps maybe taken to resume service. 

The insured must not voluntarily assume any liability or 
incur any expense at his own cost. He is likewise prohibited 
from interfering in any negotiation for settlement unless the 
company has consented in writing. Payment, however, of any 
judicial judgment or claim for any indemnity which the com- 
pany would prove liable under the policy, does not bar the in- 
sured’s right of action against the company therefor. 

The power interruption endorsement can be written with 
varying limits of indemnity and suspended liability endorse- 
ments. 


CHAPTER 19 


BURGLARY, THEFT, LARCENY, AND ROBBERY 
INSURANCE 


Definitions.—The related terms of burglary, larceny, and 
robbery are variously defined by the different state statutes. 
Underwriters have secured uniformity in meaning for insurance 
purpose by specifically defining these offenses in policies issued. 

Burglary loss as defined in burglary policies is that oc- 
casioned by attempting or making felonious entry into the in- 
sured’s premise. Visible evidence of actual force or violence by 
use of tools or explosives must appear at the point of entry. 
Losses caused by sneak thieves, servants, and others who have 
access to the insured premises are not deemed to constitute 
burglary losses. 

Theft and larceny are synonymous in insurance terminology 
signifying the unlawful or felonious taking of property owned 
by others. 

As defined in the messenger robbery policy, robbery is a felo- 
nious and forcible taking of property under any of the follow- 
ing circumstances : 


1, Inflicting violence upon a person charged with the actual 
care and custody of the property. 

2. Placing the custodian in fear of violence. 

3. Committing any other felonious acts in the presence and 
with the knowledge of these persons excluding acts by 
officers or employees of the insured. 

4, Killing the custodian or rendering him unconscious by 
injuries inflicted maliciously or accidentally. 


Policy Forms.—The following are some of the forms of 
burglary, robbery, theft, and larceny insurance policies that are 
issued : 

1. Residence burglary, robbery, theft, and larceny policy 
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essentially covers loss of personal and household property by 
burglary, robbery, theft, and larceny from within the premises 
occupied by the insured. 

2. Personal hold-up policy covers the loss resulting from 
felonious and forcible taking of property from the person of the 
insured. 

3. Mercantile open-stock burglary policy covers loss of mer- 
chandise by burglary from the insured’s premises. 

4. Mercantile safe burglary policy essentially covers loss by 
burglary through the forcible entry into safes or vaults by 
burglars. 

5. Bank burglary and robbery policy essentially covers loss 
by burglary or robbery of money and securities from banks. 

6. Mercantile robbery policies are represented by the pay- 
master, messenger, office and store robbery forms. The pay- 
master policy protects the insured from robbery loss of payroll 
while the funds are carried by the custodian outside the insured’s 
premises or, while within his care, upon the premises. The 
messenger robbery policy covers loss of moneys, securities, and 
merchandise due to robbery outside the premises. The office or 
store robbery policies cover against the hold-up hazard within 
the premises during business hours. These coverages may be 
combined under a single messenger, paymaster, and office and 
store robbery policy. 

7. Storekeepers’ burglary and robbery policy provides spe- 
cific coverage against the following hazards for stores: (a) rob- 
bery within the premises, (b) robbery outside the premises, 
(c) kidnapping, (d) safe burglary, and (e) burglary within 
the premises. 

8. Office burglary and robbery policy provides various cov- 
erages for offices somewhat similar to that provided for stores 
by the storekeepers’ burglary and robbery policy. 

9. All risk policies. 


Residence Burglary, Robbery, Theft, and Larceny Insur- 
ance.—Residence policies are available in three standard forms: 
(1) divided coverage form; (2) 50% blanket form; (3) 
100% blanket form, 
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INSURING CLAUSE.—These forms provide coverage of the 
following hazards: 

1. Loss by burglary, robbery, theft, or larceny of any of the 
property insured from within the premises occupied by 
the insured committed by a guest, domestic servant, or 
other employee of the insured, or by any person not a 
permanent member of his household who does not pay 
board or rent or is not a relative residing with the insured. 

2. Loss by burglary, robbery, theft, or larceny of the in- 
sured’s property from within that part of any vault 
leased or used by the insured and located in any bank 
or trust or safe deposit company situated in the United 
States or Canada. 

3. Damage to the insured’s property and premises caused by 
actual or attempted burglary, robbery, theft, or larceny. 
Fire loss is excluded, however, because this hazard is 
covered by the fire policy. 


DivipED CovERAGE Form.—Experience indicates that the 
possibility of loss of valuable articles such as jewelry, silver- 
ware, and furs is.greater than that in connection with other 
household goods and personal property. This fact is taken into 
consideration in the divided coverage form. Under this form, 
the property of the insured is divided into three groups. The 
insured must specify the amount of insurance he desires on 
each group. The three main property classifications are as fol- 
lows: 

Section A. Jewelry, watches, necklaces, bracelets, gems, pre- 
cious and semi-precious stones, articles of gold, platinum, and 
sterling silver, furs, and articles containing fur which represents 
their principal value. 

Section B. All other household goods and personal property 
of every description, and plumbing, heating, refrigerating, elec- 
tric, gas, and water fixtures and equipment. There is a limit, 
however, of $100 on stamp and coin collections and $50 on 
money and securities. 

Section C. Specific insurance. If the insured desires he may 
obtain specific insurance on any article at lower rates provided a 
description of the article and its value are stated in the policy. 
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A reduction in premium is allowed if the insured agrees to 
carry insurance amounting to 80% of the value of such articles 
as jewelry, sterling silver and furs, which are described under 
Section A of the divided coverage form. An 80% coinsurance 
clause is attached to the policy when the discount is allowed 
the insured. 


50% LimitED BLANKET Form.—This policy form is simi- 
lar to the divided coverage form except in two respects. First, 
the insured is not required to state specifically how much insur- 
ance he desires under Section A and Section B. Secondly, the 
amount that may be recovered for losses on articles described 
by Section A above is limited to 50% of the total amount of in- 
surance carried under the policy. To illustrate the effect of this 
limitation, assume that a policy for $3,000 is purchased by a 
man who owns $3,000 worth of jewelry, sterling silver, and 
furs, and also $4,000 worth of household effects. In the event 
that jewelry valued at $2,000 is stolen from the insured, the 
maximum amount that he can recover on his jewelry, sterling 
silverware, and furs, would be $1,500. If, however, $3,000 
worth of household effects were stolen, the entire amount would 
be paid by the insurance company. The limit for stamp and coin 
collections and money and securities is similar to the divided 
coverage form. 


100% BLianKxet Form.—This form provides full coverage 
to the extent of the insurance carried, in the event of the loss 
of all the personal property in the possession of the insured. 
Since there is no special limitation on jewelry, sterling silver- 
ware, and similar articles, the rate charged for this form of cov- 
erage is higher than the rates for the other forms. The limit 
for stamp and coin collections and money and securities is sim- 
ilar to the divided coverage form. 


Wuose Property CovERED.—From the standpoint of own- 
ership, the residence policy contains the following provisions 
regarding amount of coverage: (1) the insured, to the full 
amount of insurance; (2) any permanent member of his house- 
hold who pays no rent or board, to the full amount of insur- 
ance; (3) any relative permanently residing with the insured, 
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to the full amount of the insurance; and (4) to the extent of 
25% of insurance for the property of all others, including the 
insured’s guests and employees. 


LocaTION OF PRoperTy CovERED.—The residence policy, 
covers losses occurring in the insured’s premises, which means 
the interior of the entire building occupied solely by the insured. 
When two families occupy a building, the insured’s premises 
signify only that portion of the interior occupied by the in- 
sured. If more than two families occupy the building, the in- 
sured’s premises mean the interior of only his apartment of 
rooms, exclusive of entrances, porches, halls, stairways, ele- 
vators and dumbwaiters which the insured does not use ex- 
clusively. 

In addition to the interior of the house, building, apartment, 
or rooms occupied by the insured, the following locations are 
covered by the residence policy: 


1. If the insured lives in a private or two family residence, 
$100 of the insurance applies to property, excluding money and 
securities, on porches and entrances. 

2. If more than two families occupy a building, $100 of the 
insurance applies to property, excluding money and securities, 
contained in basements, laundries and rooms in or attached to 
the building provided for common use of the dwellers or while 
contained on porches and in storerooms provided for the ex- 
clusive use of the insured. 

3. Private garages, stables, and outbuildings located in 
or adjacent to the insured’s dwelling are covered up to $100 
of the insurance. This insurance, however, does not apply to 
money, securities, motorcycles, automobiles, and automobile 
equipment or animals or birds. 


LETTING AND SUBLETTING.—Residence coverage applies 
when the premises are rented or subletted to a tenant for resi- 
dential purposes, but not for use as a boarding or lodging house 
or for any business or professional purposes. No coverage is 
provided in the rented premises, however, for money, securities, 
watches, necklaces, bracelets, gems, and precious and semi- 
precious stones. Articles made wholly or partly of gold or 
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platinum are similarly excluded. Furthermore, the company 
is not liable for losses on property owned, or losses caused by 
the tenant and members of his household. 

Knowledge of the tenant and members of his household is 
considered knowledge of the insured. Hence, the company is 
not liable for losses of which tenants possess knowledge unless 
immediate notice is given to the company. 


Exc.iusions.—The company is not liable for losses under 
the following circumstances : 


1. If the premises have been unoccupied for a total period 
of six months (called permissible vacancy) in any one 
year unless extended by endorsement. 

2. Unless immediate notice of loss is given upon discovery 
or not later than 15 days after termination of the per- 
missible vacancy. 

3. Damage to articles or samples carried for sale or delivery 
after sale. 

4. If the premises are used wholly or in part as a boarding or 
lodging house or for any business or professional pur- 
poses, unless the policy expressly covers these uses. 


Personal Hold-up Insurance.—Personal hold-up insurance 
protects the insured against the loss of personal property which 
he may suffer if held up and robbed while away from his 
home. This coverage may be included with the residence bur- 
glary, robbery, theft, and larceny policy or provided separately. 
Robbery as here used has similar significance as defined previ- 
ously. Hence, sly theft such as the picking of pockets is 
excluded. 

The policy covers the insured and any permanent member 
of his household who pays no board or rent and any relative 
of the insured who permanently resides with him. Servants and 
other employees, however, are excluded from coverage. Terri- 
torially coverage applies anywhere in the United States or 
Canada. 

Personal hold-up insurance covers the following property 
of the insured and members of his household and relatives as 
limited in the preceding paragraph: (1) jewelry, watches, sil- 
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verware, clothing, and other personal effects, (2) money and 
securities not exceeding $50. 


Premium Charges for Residence Insurance.—The pre- 
miums for residence insurance depend upon the following es- 
sential factors: 


1. The insurance companies have recognized that losses vary 
throughout the country. For accurate measurement of the 
hazard, the United States has been divided into territories based 
upon loss statistics. 

2. A reduction in rate is granted if the insured agrees to 
limit the company’s liability to loss by burglary and to exclude 
losses resulting from larceny, theft and robbery. 

3. Rates are based on $1,000 of insurance. The rates for 
additional thousands of dollars of insurance are decreased as 
the amount of the policy is increased to $5,000, after which a 
flat rate per thousand is charged for all additional thousands. 

4. Lower rates are charged for private residences and two- 
family houses than for apartments, flats, hotel rooms, and 
penthouses. 

5. A discount is granted on residence insurance policies for 
either a central station or a local burglar alarm system installed 
and maintained on the premises. The alarm system must pro- 
tect all accessible openings in the premises. In the case of a 
local alarm system, the gong must be located on the outside of 
the premises. 

6. By payment of additional premiums, additional insurance 
may be provided for the following property beyond the limits 
specified in the standard policy: (a) goods in basements, laun- 
dries, storerooms, entrances, and porches in excess of $100; 
(b) goods in private garages, stables, and outbuildings in ex- 
cess of $100; (c) money and securities in excess of $50; (d) 
stamp and coin collections in excess of $100. 

7. An additional premium is required to increase the cover- 
age of the property of guests, servants, employees, and others 
than the named insured and his household. The effect is to in- 
crease the liability of the company beyond the 25% limit stated 
in the standard policy. 
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8. An additional premium is charged for each month that 
the residence is unoccupied over six months in any one policy 
year. No charge, however, is made for policies covering hotel 
rooms or premises protected with a central station burglar 
alarm system during the entire period of vacancy. 

9. If part of the premises is used for business or professional 
purposes, a higher rate is charged for burglary, robbery, larceny 
and theft insurance due to the consequent increase in hazard. 
In the case of dentists, however, coverage on precious metals is 
excluded unless specifically provided for by payment of an 
additional premium. Since the residence policy does not cover 
stock-in-trade, coverage of stock-in-trade must be provided in 
a mercantile open-stock policy and at mercantile open-stock 
rates. 

Theft Outside Premises Endorsement.—The residence 
policy provides coverage limited to the insured’s residence. 
However, coverage outside the premises can be obtained by the 
Theft Outside Premises Endorsement. This endorsement 
covers all loss and damage (except by fire) occasioned by bur- 
glary, robbery, theft, larceny, including vandalism or malicious 
mischief, of personal property owned or used by the insured 
or any permanent member of his household, except a person not 
related to the insured who pays board or rent to the insured, 
occurring outside the premises but within the United States in 
North America or the Dominion of Canada. The endorsement 
also includes property owned by domestic employees only while 
accompanying the insured. 

Under this endorsement the property of the insured is di- 
vided into two sections. Section 1 covers personal property of 
every description subject to a limitation on money and securi- 
ties. If the insurance under the endorsement is for less than 
$1,000, then the amount of insurance on money and securities 
is limited to $25. Otherwise, the amount of coverage is $50 
unless further increased on payment of an additional premium. 
The company is liable under this section provided the amount of 
each loss exceeds $10, and then only for the excess thereof. 
However, this section does not apply to any articles which are 
specifically insured in whole or, in part by Section 2. 
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Section 2 provides coverage for each article insured subject 
to a specific amount of insurance for each article. 

The term “money and securities” includes checks, drafts, 
money orders, letters of credit, passports, documents and rail- 
road, steamship, admission or other tickets. 


ExcLusions.—The company is not liable for loss— 

1. Consisting of articles carried or held as samples, or for 
sale, or for delivery after sale, or any property pertain- 
ing to any business, profession or occupation of any 
person whose property is covered by the endorsement. 

2. From within (a) that part of any building which is occu- 
pied by the insured as a permanent residence, (b) that 
part of any building which is used as a seasonal residence 
unless actually occupied by a person whose property is 
covered: by the endorsement. 

3. From within fraternity or sorority houses or dormitories, 
or on the premises of schools or colleges, or an exhibition. 

4. Consisting of automobiles, motorcycles, aircraft, boats, 
conveyances (other than bicycles), their equipment, fur- 
nishings and appurtenances, animals or birds. 

5. Consisting of jewelry, watches, necklaces, bracelets, gems, 
precious and semi-precious stones, articles of gold, plati- 
num and sterling silver, furs and articles containing fur 
which represents their principal value, in excess of $250 
unless specifically insured by Section 2 of endorsement. 

6. When left unattended (except when in the custody of a 
common carrier or in a private garage) in an automo- 
bile or automobile trailer, unless abstracted from within 
a fully enclosed body the doors and windows of which 
have been closed and securely locked, or from within a 
closed and locked compartment, by any person making 
entry therein by force and violence of which there is 
visible evidence. 

The company’s liability under item 6 is limited to 10% 
of the amount of insurance under Section 1 of the en- 
dorsement subject to a maximum of $250. 


OTHER INsURANCE.—If there is at the time any other valid 
and collectible insurance carried by the insured or other inter- 
ested parties, the coverage serves as excess insurance. 


392) INSURANCE 


Mercantile Open-Stock Burglary Insurance.—An open- 
stock policy covers a merchant against loss or damage (except 
by fire) caused by burglary to his merchandise, furniture, fix- 
tures, and equipment and to the premises if owned by the in- 
sured or if he is liable for the damage. Burglary as here defined 
means the taking of property from the insured’s premises after 
breaking into the premises when not open for business. There 
must be visible marks of the force and violence made at the 
place of entry by tools, explosives, electricity or chemicals. 


MERCHANDISE AND PREMISES CoVERED.—The policy covers 
all merchandise in the designated premises, owned by the in- 
sured or held by him as bailee or in trust or on commission or 
sold but not removed from the premises and merchandise for 
which the owner is liable as the result of such loss of damages. 

Premises as here defined mean the interior of the building 
designated by the policy and occupied by the insured solely by 
the insured in the conduct of his business. Show cases and 
show windows which do not open directly into the interior of 
the premises are not included in this coverage. Public entrances, 
halls and stairways are similarly excluded. 


Exc.Lusions.—The mercantile open-stock burglary policy 
provides no coverage for losses under the following circum- 
stances : 


1. When the burglary is effected or attempted by the insured, 
an associate in interest, or a servant or employee either 
as principal or accessory. 

2. When the insured fails to keep books of accounts in such 
a manner as to permit accurate determination of losses. 

3. When contributed to by fire or occurring during a fire in 
the building in which the premises are located. 

4, When contributed to by reason of any change in the condi- 
tions of the risk. 

5. Loss of furs and articles in which fur represents the 
principal value, feloniously abstracted from within show 


windows by breaking the glass from outside the prem- 
ises. 
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6. While the protection or service promised by the insured 
is not maintained. 
7. Damage to plate glass and its lettering or ornamentation. 


CoINSURANCE CLAUSE.—The policy contains a provision 
subjecting the risk to coinsurance which varies in percentages 
according to the territory in which the risk is located. For all 
classifications, coinsurance limits in fixed amounts are set. To 
illustrate the principle, assume the following example: A man- 
ufacturer of boots and shoes in New York County carries 
$6,000 insurance. He has stock worth $10,000 or more, and a 
$2,000 loss occurs. The policy provides that a manufacturer of 
boots and shoes in New York County is subject to the 80% 
clause, unless at least $3,000 insurance is carried. Since the 
manufacturer carries $6,000, he is paid in full. As a further 
illustration, take the case of a New York dealer in silk goods, 
who has stock valued at $60,000 and is carrying $5,000 of in- 
surance when a $4,000 loss occurs. In this industry the 80% 
clause operates similarly. Exactly 80% of $60,000 would be 
$48,000; but the rules provide that a $10,000 limit avoids the 
80% coinsurance clause. This manufacturer, however, carries 
$5,000 insurance instead of $10,000. For his $4,000 loss, there- 
fore, he is paid one-half, or $2,000. If his stock of silk were 
worth, instead, $8,000 he would be required to carry 80% of 
$8,000—that is, $6,400 to avoid coinsurance. If he carried 
$4,000, and a loss occurred, he would be paid a percentage 
corresponding to the proportion of $4,000 to $6,400. 

Table 20 gives further illustrations of policies issued to deal- 
ers in silk goods if the 80% coinsurance limit is $10,000. 


Tasie 20. Poxicies IssueD To DEALERS IN SILK Goops 


Value 80% Limit Loss 
of Co; 2 Required | Insurance Pac Loss | Suffered 

Inven- oimsur- ltoAvoidCo-| Carried Paid by 
tory Ne insurance Insured 


$60,000 $48 ,000 $10,000 $45 ,000 $5,000 | $5,000 = 

55,000 44,000 10,000 10,000 7,500 7,500 = 
15,000 12,000 10,000 7,500 6,000 4,500 | $1,500 

9,500 7,600 = 8,000 6,000 6,000 = 
5,000 4,000 ae 3,000 1,000 750 250 
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Tuerrt ENDoRSEMENT.—The open-stock burglary insurance 
policy can be endorsed to include loss or damage (except by 
fire) by robbery, theft, or larceny, committed by any person or 
persons, at any time of the day or night while the property is 
within the insured’s premises. Mere disappearance of the prop- 
erty insured is not a loss covered. Any loss or shortage deter- 
mined by any inventory is not covered unless it can be 
reasonably shown to have been occasioned by robbery, theft, or 
larceny, and then there must be deducted from such loss an 
amount equal to the average shortage revealed in the last five 
annual physical inventories, increased by the percentage of in- 
crease, if any, in the total gross sales for the 12-month period 
immediately preceding the date of the claim over the average 
annual gross sales for the said five-year period. The insured 
must make physical inventory at least once in every 12 months. 

Any loss committed by, or in collusion with, an officer of 
the insured, if a corporation, or a partner of the insured, if a 
co-partnership, is not covered; and any loss occasioned by, or 
in collusion with, any other employee or servant of the insured 
is covered only to the extent that it exceeds the insurance or in- 
demnity of any other policy or fidelity bond. 


PreMiIuM Cuarces.—The rates for mercantile open-stock 
burglary insurance depend upon the following factors: 

1. Trade groups are used depending upon hazard of stock. 

2. Territory in which the risk is located. 

3. The amount of insurance. Since a burglary frequently 
produces a partial loss, the hazard does not increase with in- 
creased amount carried. A reduction is made in premium 
charged per $1,000, as the amount of insurance increases over 
$5,000 and up to $20,000, based upon units of $5,000 insurance. 

4. Reductions are allowed for protective devices: (a) bur- 
glar alarm systems approved by Underwriters’ Laboratories; 
(b) iron protection, in addition to alarm system, approved by 
National Bureau of Casualty and Surety Underwriters; (c) 
private watchman inside premises when not open for business. 

5. Fur coverage. Upon payment of an additional premium 
by endorsement of the policy, furs and articles made princi- 
pally of fur in show windows will be covered against the risk of 
abstraction by breakage of glass from outside the premises. 
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The insurance is not subject to the coinsurance clause, nor is 
the amount of insurance provided by the endorsement counted 
in any coinsurance computations. A reduction in premium is 
granted for metal screens, gratings or frames which fully pro- 
tect the lower part of the show windows and extend at least 
six feet above the sidewalk. 

6. Show cases. Specific coverage with no specified limit 
on single articles may be provided for outside show cases not 
opening directly into the interior of the premises against forci- 
ble entry into the show cases. Marks of the forced entry must 
be visible for recovery from the company. 

The rate charged corresponds to the classification of mer- 
chandise in the show cases rather than to merchandise in the 
premises. This insurance is not subject to the coinsurance 
clause and applies 24 hours daily. Furthermore, a reduced pre- 
mium is allowed under the following circumstances: (a) when 
metal screens, gratings, or frames completely protect the entire 
front, side, and end lights of the show case; (b) when the 
outside show case insurance is limited to apply only when the 
premises are open for business. 


Mercantile Safe Burglary Insurance.—The mercantile safe 
burglary policy indemnifies the insured for loss of property by 
burglary from a safe or vault when locked by all combination 
and time locks therein. The policy requires that entry into the 
safe or vault must be by the use of force and violence of which 
there shall be actual marks made by tools, explosives, electricity, 
gas, or other chemicals. The coverage applies on the premises 
and elsewhere after removal of the safe by burglars. 


Property INsuRED.—The policy covers all loss, except by 
fire, to the following property of which the insured is owner 
or for which he is liable as the result of actual or attempted 
burglary: (1) safe and its contents; (2) furniture, fixtures, 
and other property in the premises; (3) building containing the 
premises provided the insured is the owner or is liable for the 
damage. 

Exctusions.—The company is not liable for loss under the 
following circumstances : 
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1. Unless books of accounts are maintained in a manner that 
permits accurate determination of loss. 

2. Loss of securities unless the insured exercises every reason- 
able precaution to prevent their payment, negotiation, or 
retirement. 

3. Loss of property owned by the United States Government 
or held by the insured as postmaster. 

4, When the burglary is effected or attempted by the insured 
or associate in interest or watchman or officer or clerical 
employee as a principal or accessory. 

5. When protection or service promised by the insured is not 
maintained. 

6. Damage to plate glass and its lettering and ornamentation. 


Coinsurance is not considered necessary in mercantile safe 
burglary insurance as the loss is frequently total whenever a 
burglary occurs. 

PreMiuM Cuarces.—The rates for mercantile safe bur- 
glary insurance depend upon the following factors: 


1. The construction of the safe or vault. Safes and vaults 
are classified according to their construction for protection 
against burglary. 

2. Territorial division. The entire country is divided into 
territories. 

3. The property insured. A lower rate is charged if the cov- 
erage is limited to: “securities only,” “merchandise only,” or 
“securities and merchandise only.” 

4. Business classification. All classes of business are divided 
into groups. 

5. Discounts. Lower premiums are allowed for reduced haz- 
ards under the following circumstances: (a) private watchman 
service, (b) approved alarm system, (c) approved relocking 
devices on vaults and safes, (d) tear gas system, (e) if, when 
the policy covers several safes, chests, or vaults, the liability 
is limited to a specified percentage on any one safe, chest, or 
vault. 


Bank Burglary and Robbery Insurance.—Bank burglary 
and robbery insurance provides two distinct coverages which 
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are usually written in one policy. Under this combined coverage 
the insurance company is liable for losses occurring under the 
following’ circumstances : 

1. Burglary of money and securities feloniously abstracted 
during the day or night from a closed and locked safe or vault 
by any person who shall have made a forcible entry by use of 
tools, explosives, chemicals, gas or electricity. This coverage 
applies on the premises of the insured and elsewhere after re- 
moval of the safe by burglars or robbers. 

2. Robbery of money and securities from within the prem- 
ises. 

3. Damage of money and securities suffered by the insured 
or by the owner, to whom the insured is liable, as the result of 
actual or attempted robbery and damage, except by fire, to the 
premises and to all safes, vaults, office furniture and fixtures 
contained in the premises, which the insured owns or for which 
he is liable. This coverage includes damage resulting from 
vandalism and malicious mischief. 


LiaBiLity Limits.—Separate amounts of insurance are pro- 
vided for burglary and robbery and specifically apportioned ac- 
cording to a schedule in the policy. 

The insurance applicable to any property not owned by the 
insured is the excess amount over and above a sum sufficient 
to pay in full losses sustained by the insured. 

In case of a misstatement made in good faith by the insured 
in the description of any safe, chest, vault, or protective ap- 
pliance, the insurance is not forfeited. If by reason of such 
misstatement the hazard is greater than contemplated, the lia- 
bility of the company is not changed, but the insured must pay 
such additional premium as may be shown to have been due, at 
the rate in force at the date of the policy, for the actual hazard. 
If by reason of misstatement the hazard under the policy is less 
than that contemplated, the insured is entitled to a refund in pre- 
mium computed in the same manner. For reasons beyond the 
control of the insured, he may fail to maintain safety or pro- 
tection appliances in proper service or to perform other condi- 
tions agreed upon. Under such circumstances, excepting com- 
bination and time locks, the company’s liability continues if 
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at least one watchman is provided to protect the safe until 
all appliances have been restored to proper working con- 
dition. When the insured willfully or negligently fails to 
maintain any agreed service or equipment whereby the hazard 
is greater than contemplated, the liability of the company 1s 
limited to that amount of insurance which the paid premium 
would have purchased at the rates in force at the date of the 
policy for the actual hazard. 


Exc.usions.—Bank burglary and robbery policies do not 
cover losses under the following circumstances : 


1. When the insured fails to exercise due diligence in en- 
deavoring to prevent the negotiation, payment or retire- 
ment of lost securities. 

2. When the insured has failed to keep adequate records for 
loss determination. 


PREMIUM CHARGES.—The premium for a policy covering 
burglary and robbery is determined for each form of coverage 
separately. If desired, a policy may be obtained to cover bur- 
glary only or robbery only. The burglary rates are based upon 
the following considerations : 

1. Type and equipment of the safe and vault construction. 
Safes and vaults are classified according to their resistance to 
burglary. 

2. Territorial division. The country is divided into terri- 
tories based upon past statistics. 

3. Population of the town. 

4. Discounts. Reduction in bank burglary rates are allowed 
under the following circumstances: (a) use of approved re- 
locking devices on vaults and safes; (b) use of approved tear 
gas systems; (c) when the policy covers several safes, chests, or 
vaults, a discount is allowed if the liability on any one safe, 
chest, or vault is limited to a percentage of the total insurance; 
(d) contribution to support and maintain a county auxiliary 
protective unit; (e) use of private watchmen; (f) maintenance 
of approved alarm systems. 

Reduction in bank robbery rates are allowed under the fol- 
lowing circumstances: (a) use of guards; (b) use of approved 
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alarm and protective system; (c) use of approved bandit- 
resisting enclosures; (d) use of approved tear gas systems; (e) 
county auxiliary protection unit. 


Mercantile Robbery Policies——Two forms of mercantile 
robbery policies that are available are: (a) messenger and office 
robbery policy, and (b) paymaster robbery policy. 


Messenger and Office Robbery Policy.—The messenger 
and office robbery provides the following coverage outside and 
inside the insured’s premises: 


1. MESSENGER Rosppery INSURANCE.—Loss of money and 
securities and other merchandise insured, including the wallet, 
bag, satchel, or chest in which the property is contained, by 
actual or attempted robbery from a custodian outside the in- 
sured’s premises. Coverage is limited to the hours between 
7 A.M, and 7 P.M. 

2. OFrFIcE RoBBery INSURANCE.—Loss or damage to prop- 
erty, furniture, and fixtures in the premises by actual or at- 
tempted robbery within the insured’s premises during the hours 
between 7 A.M. and 12 p.m. This coverage includes damage to 
premises which the insured owns or for which he is liable in 
event of damage. Plate glass and its lettering or ornamenta- 
tion, however, are excluded. [Similar coverage is available for 
the store robbery hazard. | 


Property INsurED.—Money as here used includes currency, 
coin, signed or unsigned bank notes, bullion and uncancelled or 
precancelled postage stamps in current use. 

Securities signify all negotiable and non-negotiable instru- 
ments, documents or contracts representing money or other 
property. Revenue and other stamps in current use, excluding 
postage stamps, are included in this classification. 

Merchandise denotes articles commonly used in the line of 
business, conducted by the insured. 

The property covered may be owned by the insured or held 
by him as bailee, in trust, on commission, for safekeeping, as 
collateral for a debt or in any other capacity which renders the 
insured liable for robbery loss, 
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Premises are limited to the interior of the premises occupied 
by the insured in the conduct of his business. 


CusTopIANS AND GuARDS.—The custodian is variously de- 
fined as follows: 


1. The insured if an individual. 

2. A member of the firm when the insured is a copartnership. 

3. Any officer of the insured when a corporation. 

4. Any person not less than 17 nor more than 65 years 
of age, who is in the regular employ of the insured 
and duly authorized to act as paymaster, messenger, 
manager, cashier, clerk, or salesperson. A watchman, 
porter, janitor or fireman, however, is not considered 
a custodian. 


Guards are here defined as male persons of not less than 
17 years of age accompanying the custodian by the direction of 
the insured. Drivers of public vehicles, however, are excluded 
from this classification. 


MIssTATEMENT CLAusE.—If for some unforeseen contin- 
gency, the insured is unable to maintain any service specified in 
the policy, the insurance is not forfeited by any consequent in- 
crease of risk. Under the circumstance, however, the com- 
pany’s liability would be limited to the amount of insurance 
which the premium paid would have purchased at the rates in 
force when the policy was issued. 


ExcLusions.—The messenger and office robbery policy does 
not cover losses under the following circumstances : 


1. When the robbery is not established by direct and affirma- 
tive evidence. 
2. When the insured has failed to take reasonable precau- 


tions to safeguard the property against losses caused by 
robbery. 
3. When the insured has failed to keep books of account in 
such a manner as to permit accurate loss determination. 
4. When the insured has failed to exercise reasonable dili- 


gence in preventing the payment, negotiation, or retire- 
ment of lost securities, 
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5. When property in show windows is feloniously abstracted 
after breaking the glass from outside the premises. 


Paymaster Robbery Policy.—Very similar to the coverage 
of the messenger and office robbery policy is that afforded by 
the paymaster robbery policy, which is designed to protect pri- 
marily property intended solely for payroll purposes, whether 
inside or outside the premises. This coverage may be sum- 
marized as follows: 


1. Loss of money and checks intended solely for payroll, 
including the wallet, bag, satchel, safe, or chest in which such 
property is contained, by actual or attempted robbery from a 
custodian during the hours beginning 7 a.m. and ending 7 P.M. 
in connection with the payroll outside the insured’s premises 
and at any time during the day or night while inside the in- 
sured’s premises. Damage to furniture, fixtures and other 
property in the premises resulting from the robbery within the 
premises is included in the coverage except plate glass and its 
lettering or ornamentation. 

2. Loss of money and securities outside the premises not in- 
tended for the payroll to an amount not exceeding 10% of the 
amount of insurance including the wallet, bag, satchel, safe or 
chest containing the property. 

3. Loss by robbery of money and checks distributed to the 
insured’s employees by the custodian as payment of salary or 
wages, provided the loss occurs the same day or night these 
employees were paid and provided further that there is at the 
same time an actual or attempted robbery of funds from the 
custodian. 


Premium CHARGES.—The premium charges for messen- 
ger and paymaster robbery insurance are essentially based upon 
the following factors: 


1. The territory in which the risk is located. 

2. The number of guards accompanying the custodian. 
There is a gradual reduction in the premium charged as the 
number of guards is increased, subject, however, to a maximum 
reduction regardless of the number of guards, 
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3. The hours of coverage. The standard hours are from 
7 A.M. to 7 P.M. on messenger and paymaster insurance out- 
side the premises. The time may be extended by an additional 
premium for each additional hour of coverage, subject to a 
maximum charge of 25% of the amount of the premium. 

4. Discounts. A reduction in premium is granted under the 
following circumstances: (a) if a private conveyance is used 
to carry the property, with a further discount if it is an armored 
car; (b) if a locked messenger safe or chest is used or a steel- 
lined or wire-meshed wallet or satchel is used properly attached 
to the custodian or to the conveyance; (c) if the route of the 
custodian is restricted to the interior of the building contain- 
ing the premises as described in the policy; (d) if securities 
only are covered. 

The premium charges for office robbery insurance depend 
upon the following factors: 


1. The type of business. 

2. The territory in which the risk is located. 

3. At least one other employee on duty, in addition to 
the custodian. 

4. Hours of coverage. The standard hours are 7 A.M. to 
12 p.m. Additional premium up to 25% is charged for extra 
hours. 

5. Discounts. To promote the reduction of losses, reduced 
rates are allowed for the following protective devices: (a) em- 
ployment of guards; (b) hold-up alarm and protection system; 
(c) push button alarm system; (d) approved bandit-resisting 
enclosure; (e) approved tear gas system. 


Storekeepers’ Burglary and Robbery Policy.—The office 
and store robbery insurance policies already considered cover 
only the hazard of robbery from the interior of the premises. 
The storekeepers’ burglary and robbery policy was created in 
response to demand from retail merchants for insurance against 
the losses due to burglary and hold-up. In this coverage is in- 
cluded protection against robbery both inside and outside the 
premises, kidnapping, safe burglary, burglary from night de- 
pository or residence, open-stock burglary, and property dam- 
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age for limited amounts due to each cause. This combination 
type of insurance meets the needs of the many small store- 
keepers. 

Coverage is provided, even though the insured is not owner 
of the property, if he holds the property as bailee, in trust, in 
commission or for safekeeping. Protection is also afforded 
when the insured holds the property as secruity for debts. 

The storekeepers’ burglary and robbery policy covers the 
loss of property under the following circumstances: 


1. Robbery from a custodian within or outside of the prem- 
ises. Custodian is here defined as in the messenger and office 
robbery policy. 

2. In case the custodian, while outside the premises and 
after the premises are closed for business, is compelled under 
threat of violence to give admittance to others. The same cover- 
age applies if the insured is forced, while detained elsewhere, 
to furnish information as to means of entry into the prem- 
ises. In either case, the loss must occur as a direct result of the 
act and before premises are opened for the next day’s business. 

3. Safe burglary similar to the same mercantile safe policy. 

4. Felonious abstraction similar to the burglary coverage of 
the open-stock burglary policy from night depository or resi- 
dence of money and securities. 

5. Felonious abstraction similar to the burglary coverage of 
the open-stock burglary policy from premises while closed for 
business of merchandise, furniture, fixtures and equipment. 
The company’s liability as respects cigars, cigarettes, tobacco, 
fountain pens, and narcotics is limited to $50 in the aggregate 
for any one loss of all such merchandise. As used in this pol- 
icy, merchandise denotes all articles for sale in the premises, 
but excludes personal effects. 

6. Damage, except by fire, to property insured, premises and 
the furniture and equipment therein contained, caused by at- 
tempted or actual burglary or robbery, provided the insured is 
owner or liable for the damage. It should be noted that dam- 
age to glass and the lettering or ornamentation is included in 
this coverage. 
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Exc usions.—The storekeepers’ burglary and robbery pol- 
icy does not cover losses under the following circumstances : 


1. Abstraction of property from a show window by a per- 
son who breaks the glass from outside the premises while the 
place is open for business. 

2. Contributed to by fire or occurring during a fire in the 
building in which the premises are located. 

3. Property of the United States Government. 

4. Loss of property held by the insured as paymaster. 

5. Inadequate books and records which do not permit ac- 
curate loss determination. 


Premium CHArRGES.—The premiums for the storekeepers’ 
burglary and robbery policy and office burglary and robbery 
policy depend on: (1) territory, and (2) amount of insurance. 


Office Burglary and Robbery Policy.—The office burglary 
and robbery policy is intended principally for offices which do 
not sell merchandise. Losses are covered by this policy for lim- 
ited amounts similar to the storekeepers’ burglary and robbery 
policy due to the following causes: 

1. Robbery from a custodian within and outside the premises. 
2. Robbery from a custodian outside the premises. 
3. Kidnapping of a custodian. 

. Safe burglary coverage. 

. Burglary loss of office furniture, fixtures, equipment, in- 
struments, supplies, rugs, pictures, paintings, trophies, 
and draperies. 

6. Damage, except by fire, to the property insured and to the 
premises caused by actual or attempted burglary or rob- 
bery, provided the insured is owner or is liable for dam- 
ages covered by the policy. 


ow 


Exctustons.—The office burglary and robbery policy does 
not cover damage to glass and the lettering or ornamentation. 
Gold, platinum, other precious metals, jewelry, precious and 
semi-precious stone, merchandise, articles held in course of 
trade, samples, and material held for manufacture, cleaning, 
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repairing, storage, and distribution are similarly excluded. 
Property of the United States Government and property of 
the insured as postmaster are also not covered. 


All Risk Policies——The laws of many states permit cas- 
ualty insurance companies to issue policies covering all types 
of loss and damage to money, securities, currency, valuable 
papers and other instruments, except when in the hands of com- 
mon carriers and in the mails. The same exclusion applies 
while this property is in the course of any transporter for hire. 

The following are some of the policies included in this group : 


Securities insurance—on premises of insured 

. Securities insurance—for lessees of safe deposit boxes 
. Money and securities destruction 

. Destruction of records 

. Securities insurance for messengers 


. Accounts receivable 


. Warehouseman’s liability—for property only 


. Innkeeper’s liability 
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Safe depository liability 


Securities Insurance Policy—on Premises of Insured.— 
This policy covers the insured against loss, destruction of or 
damage to securities within the insured’s premises. In this 
coverage are included negotiable and non-negotiable instru- 
ments, documents and contracts representing money and other 
property including revenue stamps and other stamps in current 
use but not including manuscripts, records, accounts or other 
money. 

Securities may be owned by the insured or held by him as 
bailee, in trust, on commission, for safekeeping, or in any other 
capacity which would render him liable for losses covered by 
the policy. Securities held as collateral for debt are included 
in this coverage. When the insured is other than owner, the 
company will adjust the loss either with the insured or with 
the owner. In the latter case, payment of the loss to the owner 
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constitutes full satisfaction of any claim made by the insured 
under the policy. 

In the event that legal proceedings are taken against the 
insured for recovery of losses, the insured must immediately 
notify the company in writing. The company then has the right 
to conduct and control the defense in the name and on behalf 
of the insured. 


Limit or Liapitiry.—The company’s liability does not ex- 
ceed the actual market value of the lost or damaged securities 
at the close of the business day next preceding the day on which 
the loss was discovered. When securities have no quoted mar- 
ket value and cannot otherwise be valued, the value will be 
determined by agreement or arbitration. 

The company may pay the damage in money or, if it elects, 
replace the lost or damaged securities with securities of the 
same kind and value. When securities are returned to or other- 
wise recovered by the insured, he must immediately notify the 
company. 


Duties or INsurED.—Verifiable records of all securities 
covered must be maintained by the insured in a manner which 
will permit accurate ascertainment of losses. 


OTHER INSURANCE.—When other insurance is carried cov- 
ering the same loss, the company is liable only for the loss in 
excess of other insurance. In no event is the policy treated as 
contributing insurance in computing liability. 


ExcLusions.—The company is not liable for losses result- 
ing directly or indirectly from the following circumstances: 
(1) dishonest or criminal act of the insured, his relative, em- 
ployee, partner, associate, or representative and in the case of 
a corporation, of a director or officer; (2) surrender or ex- 
change by the insured or his authorized representative of any 
security for other property or securities. 


Securities Insurance Policy—for Lessees of Safe Deposit 
Boxes.—The insured is indemnified for the loss, damage, or 
destruction of securities from within leased safe deposit boxes 
in any burglar-proof vault in the bank premises specified in the 
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policy. Coverage is also provided when the securities are tem- 
porarily outside a safe deposit box, but within the premises 
of the bank. 

Coverage of securities includes all negotiable and non-ne- 
gotiable instruments, documents and contracts representing 
money and other property. The term “burglar-proof” desig- 
nates vault construction intended to furnish protection against 
burglars as distinguished from protection against fire. With 
respect to ownership, valuation and payment of loss, and ex- 
clusions, this policy is similar to the policy providing securities 
insurance coverage on premises of the insured. 


DuTIES OF THE INSURED.—The insured must maintain veri- 
fiable records for accurate computation of loss during the entire 
policy period. To check possible losses, he must examine the 
securities periodically and in any event once every 12 months 
during the policy period. The results of each examination must 
be promptly reported to the company. Furthermore, it is the 
duty of the insured or his legal representative to close and duly 
lock all doors of the insured safe deposit boxes before leaving 
the vault. 


Money and Securities Destruction Policy.—The money 
and securities destruction policy indemnifies the insured against 
destruction to or damage of money and securities within the in- 
sured’s premises. During the hours when the premises are not 
open for business, coverage applies only if the property is con- 
tained within a safe or vault closed and locked with a combina- 
tion lock. 

As here employed, money includes currency, coin, signed or 
unsigned bank notes, bank notes, bullion, and uncancelled or 
precancelled postage stamps in current use. Securities mean 
all negotiable and non-negotiable instruments or contracts rep- 
resenting either money or other property. Revenue stamps in 
current use are included in this coverage. Premises are limited 
in the policy to the interior of that portion of the building at 
the location designated and occupied solely by the insured in 
conducting his business. With respect to ownership, other in- 
surance, and valuation and payment of loss, the policy resembles 
that providing securities insurance on premises of the insured. 
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ExcLusions.—The company is not liable for the following 
articles or the following losses: (1) manuscripts, records and 
accounts; (2) larceny, theft, or disappearance of money and 
securities; (3) inadequacy of records to determine the loss. 

ENDORSEMENT.—The money and securities destruction pol- 
icy may be endorsed so as to limit liability to loss of money and 
securities while in a safe or vault closed and locked with a com- 
bination lock within the premises. 


Destruction of Records Policy.—The insured is indemnified 
against direct loss of or damage to records. The company is not 
liable for more than the actual cost, reproducing or replacing 
property lost or damaged. As to other insurance, it resembles 
the policy providing securities insurance on premises of insured. 


Exctusions.—This policy does not cover losses due to wear 
and tear, gradual deterioration, vermin, and inherent vice. 


Securities Insurance Policy—For Messengers.—The in- 
sured is here indemnified for all loss of or damage to securities 
while in the care of a custodian outside the insured’s premises. 
With respect to definition of custodian and guardian, the policy 
is similar to the messenger policy. With respect to ownership, 
other insurance, and settlement of claims, this policy is similar 
to securities insurance on premises of insured. 

Exc.usions.—The policy does not cover losses under the 
following circumstances: (1) after the physical surrender of 
the custody or possession of the securities at destination; (2) 
caused or contributed by: (a) any dishonest or criminal act of 
the insured or of any partner of the insured; (b) fluctuation 
or change in the values of any securities; (c) by reason of any 
securities being counterfeit, forged, raised, or altered; (d) fail- 
ure to keep records in order to determine the loss. 


Accounts Receivable Policy.—The accounts receivable 
policy indemnifies the insured for loss occasioned by his inabil- 
ity to collect unpaid accounts receivable (a) if the records are 
destroyed or damaged while such records are contained in the 
insured’s premises, (b) larceny, theft or disappearance of such 
records from within the premises, occurring during and con- 
tributed to by (1) explosion, earthquake, fire, flood, hurricane, 
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cyclone, strike, riot or civil commotion; (2) leakage or overflow 
of water in the building containing the premises. 

If, because of imminent danger of destruction, the records 
are removed to a place of safety, the insurance will apply during 
or after removal. However, the insured must notify the com- 
pany in writing of such removal within 10 days thereafter. 

DUTIES oF THE INSURED.—The insured is required to keep 
a trial balance taken from his general ledgers which must be 
kept in a fireproof safe or vault in the premises or elsewhere. 
The records of accounts receivable must be kept within fire- 
proof safes or vaults located within the premises at all times 
when the premises are not regularly open for business, except 
when such records of accounts receivable are in actual use. 

The company must have access during business hours to 
all records of the insured for the purpose of verifying state- 
ments or outstanding accounts submitted by the insured, and of 
checking on accounts already settled. 

The insured must render every possible assistance to facili- 
tate the investigation and adjustment of any claim, exhibiting 
for that purpose any and all books, records and vouchers bear- 
ing in any way upon the claim made, and submitting himself 
and his partners, and associates in interest, and also, so far as 
he is able, his employees, to examination and interrogation by 
any representative of the company, under oath if required. The 
insured must assist in the collection of accounts receivable for 
which claim is made. 

ADJUSTMENT OF Loss.—Unless the amount of loss can be es- 
tablished by some other method, the amount is determined thus: 


1. Determine the amount of all outstanding accounts receivable at 
end of the same month in year immediately preceding year of the loss. 

2. Calculate the percentage of average increase or decrease in the 
monthly total of the insured’s outstanding accounts for the 12 months 
ending the last day of the second month immediately preceding the 
month of loss, as compared with the preceding 12 months’ period. 

3. The amount determined under subdivision 1 increased or de- 
creased by the percentage calculated under subdivision 2 is the amount 
payable. From the amount so calculated, there is deducted: (a) the 
sum of all accounts that can be established after the occurrence of 
such loss; (b) an amount to allow for probable bad debts which would 
have been normally uncollectible by the insured in any event. 


The company is not liable for any loss until the dates upon 
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which payments of the accounts receivable are due. After pay- 
ment of any loss, all amounts recovered by the insured on 
accounts receivable at the time of such loss belong to the com- 
pany, up to the total amount of loss paid by the company. All 
recoveries in excess of such amounts belong to the insured. 


Warehouseman’s Liability Policy—for Property Only.— 
A warehouseman may be liable for losses caused by his failure 
to exercise the required care in protecting the goods belonging 
to others. To protect the warehouseman against this contin- 
gency, the warehouseman’s liability policy is issued to cover 
the liability of bailee for damage of merchandise in his ware- 
house, excluding fire and sprinkler leakage losses. 

The company will investigate claims and conduct the de- 
fense on behalf and in the name of the insured against any suit. 


LiasBititry Limirs.—Under the terms of the warehouse- 
man’s liability policy for property only, the company agrees to 
pay the expense of all claims settled at its option without liti- 
gation. In the event of litigation, all costs of legal proceedings 
defended by the company constitute a liability of the company 
including interest accruing after entry of judgment until the 
company has paid, tendered, or deposited in court the part of 
the judgment for which the company is liable. The company 
is under no obligation to apply for or furnish appeal bonds, 
but is liable for premiums. If a bond is required to release 
attached property of the insured, the company is liable for a 
portion of the premium which secures payment up to the amount 
of the company’s liability under the policy. 

The company places a total limit for a loss of merchandise, 
which includes personal property that has never been used 
which is stored by the owners in the warehouse for future sale. 
Perishable goods, money and securities are not covered. The 
policy is also subject to a total limit for all losses during the 
policy period. The policy is deemed excess insurance and con- 
tains the same provisions regarding policy period as in the se- 
curities insurance coverage on premises of insured. 


DEDUCTIBLE CLAUSE.—The policy is subject to a deductible 
amount for each loss. Hence the company is liable only for the 
amount in excess of the deductible amount. 
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Exciusions.—In addition to the exclusion of fire and 
sprinkler leakage losses, the policy does not cover damages un- 
der the following circumstances: (1) losses occurring outside 
the warehouse; (2) assumption by the insured of liability un- 
der any contract or agreement; (3) property owned, leased, or 
held as collateral or in trust by the insured. 


Duties or INsurED.—The insured must take all reasonable 
measures to protect, safeguard, and salvage property in his care. 
The company is entitled to his cooperation in facilitating the 
investigation and settlement of claims and suits. To this end, 
he must at the request of the company attend hearings and 
trials and assist in the conduct of suits and arrangement of set- 
tlements. He may be required to obtain evidence and witnesses 
and to give evidence. 

The company reserves, however, the right to settle any claim, 
suit or other proceeding. When the insured voluntarily as- 
sumes any liability, settles any claim, or incurs any expense 
without the written permission of the company, he does so only 
at his own expense. 

In common with many types of insurance the policy pro- 
vides that the company has the right at any time to inspect the 
premises and vaults. 


Innkeeper’s Liability Policy—Under common law inn- 
keepers are liable for damages to goods belonging to guests 
unless the loss is occasioned by negligence of the guests or by 
acts of God or of enemies. Many statutes, however, have lim- 
ited the liability of innkeepers to specific amounts for such arti- 
cles as money, jewels and ornaments. These laws may also 
require that the articles be placed in the innkeeper’s safe and 
further that a notice be posted in each guest’s room stating 
that the innkeeper is not liable except for goods in the safe. 
The innkeeper’s liability policy is designed to cover his liabil- 
ity to guests. 

Under the terms of the policy, the company agrees to pay 
on behalf of the insured all sums which he is legally obligated 
to pay by reason of liability subject to the limits of the policy 
for damage due to injury or distribution or loss of the property 
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belonging to a guest while property is within the premises or 
in the possession of the insured. 


Limit oF Liapitiry.—The limit of liability for all damages 
for loss of property of any one guest is $1,000 and the total 
limit of liability for all damage because of loss of property dur- 
ing the policy period subject to the above limitation for each 
guest is $25,000. 

In addition to paying for losses, the company will also de- 
fend all suits against the insured, but the company has the right 
to settle any claims or suits, pay premiums or bonds to release 
attachments to an amount which is not in excess of the ap- 
plicable limit of liability of the policy, pay all premiums on ap- 
peal bonds in any defense but without any obligation to apply 
for or furnish such bonds or costs taxed against the insured, 
pay expenses incurred by the company and all interest accruing 
after entering of judgment until the company has paid or de- 
posited in the court that part of the judgment which does not 
exceed the limit of the company’s liability. 


Exc.Lusions.—The policy does not apply to: 


1. Any liability assumed by the insured under any contract 
or agreement other than the written agreement by the 
insured with the guest before the occurrence of the loss 
increasing the limit only of the insured’s statutory lia- 
bility to a total amount not in excess of $1,000. 

2. Any loss not in excess of $25 which sum must be deducted 
from the amount of any loss when determined. This 
exclusion may be eliminated on the payment of an addi- 
tional premium. 

3. Any loss to which the insured has given a release to any 

person or organization from his or its legal liability. 

. Any loss caused by the spilling, upsetting or leaking of food. 

. Any vehicle, its equipment, its appurtenance, or any prop- 

erty contained therein. 

6. Any property in the custody or possession of the insured 
for laundering or cleaning. 

7. Any article carried or held by guests as samples, for sale, 
or for delivery after sale. 


On 
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Duty or InsureD.—The insured must provide a safe or 
vault in a convenient place on the premises for the safekeep- 
ing of valuables of guests and keep a notice posted as provided 
by law unless otherwise permitted by the policy. He must also 
cooperate with the company in connection with any claim and 
cannot settle any claim without the consent of the company. 


Suir AGAINST THE ComMpany.—No suit can be commenced 
against the company until the amount of the insured’s obliga- 
tions to pay has finally been determined by court action or writ- 
ten agreement by the insured, the claimant and the company. 


OTHER INSURANCE.—When other insurance is carried cov- 
ering the loss, the company is only liable for loss in excess 
of other insurance. 


Safe Depository Liability Policy.—The loss of contents 
of safe deposit boxes leased to customers has long been a con- 
cern of banks operating safe deposit vaults. Every such bank 
faces the hazard of sustaining a staggering financial loss from 
this source. The safe depository liability policy is designed to 
protect banks against this contingency. Loss may be due to 
causes such as: (1) dishonesty of employees of the bank, 
(2) unauthorized persons permitted to have access to contents 
of boxes, (3) defective legal process, (4) forged power of at- 
torney, (5) burglary or robbery where protection equipment is 
inadequate. 


CovERAGE.—The insured is covered against the loss or 
destruction of or damage to money, securities, jewelry and 
all other property contained in safe deposit boxes within the 
vaults of the insured’s premises or within that part of the 
premises actually occupied by the insured in conducting a safe 
deposit business. The company must be permitted to inspect 
the insured’s premises and vaults therein at reasonable times. 

No action can be taken against the company under the fol- 
lowing circumstances: (1) unless the insured has fully com- 
plied with the terms of the policy; (2) until the insured’s obli- 
gation has been finally determined by judgment after actual 
trial, or by the written agreement of underwriters, insured, and 
claimant. 
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The provisions of the safe depository liability policy and the 
warehouseman’s liability policy dealing with investigation of 
claims, defense and expense of trials and assumption of liabil- 
ity are based on the same pattern. 
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PLATE GLASS INSURANCE 


Purpose.—Plate glass is widely used and is liable to sudden 
and complete destruction. Since plate glass is expensive, plate 
glass insurance fills a real need in covering the owner, the lessee 
and any other responsible party against the hazard of breakage, 
which may result from any of the following causes: 


_ 
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. Persons leaning or falling on glass show cases. 
. Articles falling in window display or on glass show cases. 
. Fall of shelves, shutters, transom, or awnings. 


Door slamming. 
Damage while window cleaning or dressing. 
Defective setting of glass. 


. Settling of building. 
. Explosions. 
. Effects of weather conditions, such as floods, windstorms, 


the sun’s rays, frost, snow, hail, or ice. 


. Throwing of missiles by children or from automobiles and 


other street vehicles. 
Breakage by workmen, burglars, drunken or quarrelsome 
individuals, and rioters. 


Types of Glass Insured.—In addition to the massive shop 
window which the term “plate glass” brings to mind, the fol- 
lowing are some of the types of glass that can be insured: 
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. Art or stained glass 

. Bent glass 

. Carrara—opalite—vitrolite—argentine 
. Clamped glass 

. Colonial—florentine—maze 

. Embossed glass 


Prism glass 


. Wired glass, both polished and rough 
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Insurance may be obtained for glass used for other than win- 
dow purposes, as, for example, show cases, mirrors, shelves, 
signs, interior partitions, and dome lights. 


Coverage.—The plate glass insurance policy indemnifies the 
insured against loss of or damage to the glass, lettering or orna- 
mentation described in the schedule as a result of breakage. 

In addition to the coverage for the breakage of plate glass, 
the policy also provides that the company is liable for: 


1. All damage to glass, lettering, and ornamentation insured 
caused by acids or chemicals accidentally or maliciously 
applied thereto, provided such glass, lettering or orna- 
mentation so damaged is thereafter unfit for use for the 
purpose for which it was being used immediately pre- 
ceding the occurrence of such damage. 

2. The cost (not exceeding $75) of repairing or replacing 
the window sashes immediately encasing and contiguous 
to the insured glass, with sashes of like material, pro- 
vided that the repairing or replacing of the sashes is 
made necessary by the damage to, or accidental breakage 
of, the insured glass. 

3. The cost (not exceeding $75) of boarding up, or installing 
temporary plates in the windows in which the broken 
insured glass is located, provided the boarding up or 
temporary installation is necessitated by unavoidable delay 
in replacing any insured broken glass. 

4. The cost (not exceeding $75) of removing and replacing 
any fixtures or other obstructions (excluding show win- 


dow displays) necessary to the replacement of broken 
or damaged insured glass. 


The insurance company liability of $75 under each of the 
items 2, 3, and 4 applies to each store or other premises sepa- 
rately occupied or designated for separate occupancy. The 
company’s liability is limited to $150 under items 2, 3, and 4 as 
respects loss due to any one occurrence. 

Loss due to fire is excluded, The company promises to re- 
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place within a reasonable time any broken glass and any letter- 
ing or ornamentation covered by the policy, or to pay the 
actual cash value at the time of loss. Whichever method of in- 
demnification is employed, the broken glass becomes the prop- 
erty of the company. 

When the policy specifies a valuation for the lettering or 
ornamentation, the company cannot be held for more than that 
limit. The moral hazard is singularly missing in this field of 
insurance, since the company usually replaces the broken glass 
and the insured has nothing to gain through occurrence of the 
peril. 

Insurance companies may make replacements themselves 
or contract with local glaziers in advance for whatever replace- 
ment business develops within the area during the contract 
period. Prompt and satisfactory replacement often at costs 
lower than would be available to the individual constitutes a 
service performed by companies in this field. 


DESCRIPTION OF INSURED GLass.—To fix coverage and pre- 
mium charges, every policy must contain a detailed description 
of each kind and size of glass insured. The policy must de- 
scribe the lettering and ornamentation if insured, on a stated 
valuation basis. 


CONTINUED COVERAGE.—Formerly, an additional premium 
was charged when a replacement was made. The present prac- 
tice, however, is to cover the new plate for the remainder of 
the policy term, without any charge for the new glass, lettering, 
and ornamentation if of the same size and value as the old. 
Only when there is some difference in the size of this glass re- 
placed or in the value of the lettering or ornamentation is an 
adjustment premium made. 


Duties of Insured.—In addition to notifying the company 
immediately of loss, the insured must preserve the damaged 
glass and do what he can to prevent further loss. This require- 
ment for immediate notice permits the company to take prompt 
action against any person responsible for the damage and to 
realize the maximum salvage value. 
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Endorsements.—Plate glass insurance coverage may be ex- 
tended or modified by the following endorsements to meet spe- 
cial situations: 


1. Large plate 

2. Cracked glass 

3. Description of glass 

4, Stained glass—all risk 


Larce PLATE ENDORSEMENT.—When a glass plate with an 
area of one hundred square feet or more is broken, the large 
plate endorsement makes it optional for the company to replace 
the large plate with two plates, the combined area of which 
equals that of the broken plate. If the company chooses, the 
indemnity will take the form of a cash payment covering the 
cost of two such plates at the time of loss. 

In the event of replacement by two plates, the company must 
pay the cost of any necessary alterations. Furthermore, this 
endorsement entitles the insured to a reduction in premium 
rates. 


CRACKED GLAss ENDORSEMENT.—When a plate glass is al- 
ready cracked but not too severely, this endorsement may be 
used to cover the particular plate. The break is described in the 
endorsement and any extension of the existing crack is not con- 
sidered a loss under the policy. 


DESCRIPTION OF GLAss.—The requirement that the policy 
should contain a complete description of the kind and size of 
glass and description of glass lettering or ornamentation in- 
sured on a valuation basis thereon is waived under the following 
conditions: (1) all exterior or interior glass or both, excluding 
certain special risks otherwise covered are insured; and (2) the 
annual premium is $500 or more. 

In this event, the policy need not contain a schedule of the 
insured glass, provided the policy is endorsed to the effect that 
the company has a copy of the schedule at its home office. The 
endorsement also provides that when additional glass is in- 
stalled, it is automatically covered, provided the insured notifies 
the company within 30 days of the installation. He must also 
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pay the company a pro-rata additional premium computed at 
rates in effect at the date of installation. 


STAINED GLASS ENDORSEMENT.—Stained glass set in 
leaded sections may be insured by this endorsement against all 
risks, except wear and tear and deterioration. For each win- 
dow so insured, the policy schedule must give a full description 
and the amount of insurance. 


Premium Charges.—Premium charges depend upon the fol- 
lowing factors: 


1. Geographical location of the risk. This is an important 
factor in determining the insurance cost, for the price of glass 
varies in different cities. In some locations there may be no 
warehouse where glass is kept, and in case of loss a special 
shipment to that locality would be required. Furthermore, in 
territories outside cities, there is an added cost for workman- 
ship and the salvage allowed for glass is not usually as much as 
in cities. 

2. Location of the building in a city. In some cities, the 
various sections of the city are zoned and an attempt is made 
to base the premium on the conditions in that zone. 

3. Position of glass in the building. The hazard of glass 
breakage is greatest on the ground floor or basement of a 
building, which is nearest to the pedestrian, the mischief maker 
and the usual hazards of street traffic. Rates therefore depend 
upon the distance of the plate glass above the sidewalk. 

4, Sizes. The plate glass manual contains tables giving the 
sizes of plate glass, which are technically known as box-car or 
flat-car sizes. The rates vary with the length and width of these 
sizes. 

5. Type of setting. The former practice of setting glass 
or wood frames has given way to the use of copper frames with 
clamp, glue, or cemented setting. The newer method, however, 
increases the hazard of breakage from faulty construction. 

6. Kind of glass. Whereas ordinary types of glass may be 
obtained readily, others such as bent glass, may be prepared 
only on special order. The additional expense required to obtain 
bent glass must be considered in the rate. 
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7. Purpose for which the glass is used. More frequent con- 
tact is made with certain types of glass than with others. If 
goods are kept on glass shelves or counters, the hazard is espe- 
cially great. Articles are constantly being dropped on these 
shelves and counters and may cause them to break. 

8. Discounts. Reduced rates will be granted for all exterior 
glass above the second floor when all such glass is insured. Fur- 
thermore, if any glass is protected by permanent exterior shields 
of wire mesh or wired glass covering the whole plate, a com- 
mensurate discount is allowed for the reduced risk. 
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Reasons for Credit Insurance.—Many merchants realize 
the need for fire insurance protection, but few are aware of the 
need for credit protection, although the annual failure losses 
in the United States exceed the annual fire losses. 

Credit losses are generally due to business failures. Business 
failures are bound to occur and the merchant extending credit 
should consider the possibilities of protection against unusual 
losses which affect his profits and perhaps his solvency. The 
procedure that the merchant usually follows is to add a sufficient 
amount to the cost of production to provide for business fail- 
ures which may occur during the year. This procedure would 
be satisfactory if there were no unexpectedly heavy losses. Such 
losses occur very often at times of business depression when 
the merchant needs his money. Credit insurance is designed to 
meet this situation. 

If credit insurance is purchased, the merchant can grant 
credit without fear of unusual loss. The assumption must not 
be made that because a merchant has a credit insurance policy 
he can extend credit without using proper judgment. Credit in- 
surance helps the activities of the credit man as the business is 
protected against unusual amount of loss. 


Development of Credit Insurance.—The companies orig- 
inally wrote many limitations in their policies and in addition 
lacked proper information upon which to make satisfactory 
rates. After the passage of the National Bankruptcy Act, the 
credit insurance companies broadened the definition of insolv- 
ency in their policies. This broader definition brought many 
more claims under the scope of the policy and provided an in- 
centive for the purchase of credit insurance, 
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Method of Writing Credit Insurance.—The writing of 
credit insurance depends upon the following factors: (1) line 
of business of the applicant; (2) coverage; (3) past loss ex- 
perience of the applicant for insurance; (4) type of policy. 


LINE oF BusINESS OF THE APPLICANT.—The credit insur- 
ance manual is based on the study of the past loss experience 
suffered by thousands of wholesale merchants carrying credit 
insurance. The insurance companies writing this form of in- 
surance have made a special study of the relationship between 
the yearly amount of sales in various lines of business and the 
losses suffered by each line of business. As a result of the 
analysis of this information, all lines of business have been di- 
vided into various classes, depending on credit loss costs. 


CovERAGE.—Under some policy forms the insurance com- 
panies limit the amount of their liability for losses suffered 
through the insolvency of the customers of the insured. This 
limitation is based upon the credit ratings of the various cus- 
tomers as given by the mercantile agencies. The ratings may 
be found in the rating books issued by the mercantile agencies, 
such as Dun and Bradstreet. The insurance companies have 
prepared a table which gives the maximum amount recoverable 
by the insured on a single debtor’s account. This amount de- 
pends directly upon the rating of the customer as shown by the 
rating in the agency chosen by the insured. Table 21 illustrates 
the capital and credit ratings of business firms in the Dun and 
Bradstreet agency. 

In some cases, the credit agencies cannot make any estimate 
of the wealth of the business firm. A credit rating is then is- 
sued without any capital rating. Such ratings are called blank 
capital ratings. 

The heavy line in the table separates credit risks into pre- 
ferred and inferior classes. A policy covering only preferred 
ratings is known as a regular policy. When both preferred and 
inferior ratings are covered, the policy is known as a full key 
coverage. 

Note must be made that customers with the same capital 
rating may have different credit ratings. For example, a cus- 
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tomer with a rating of C 1%, estimated capital $75,000 to 
$125,000, is considered to be a better risk than a customer rated 
C 2%, estimated capital $75,000 to $125,000. The division by 
the insurance companies of credit risk into preferred and in- 
ferior is based upon experience. 


TaBLe 21. CAPITAL AND CREDIT RaTINnGs oF Dun AND BraApsTREET, INC. 


Key to Ratings 
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The heavy line separates credit risks into preferred and inferior classes. 


The amount of credit that may be protected by a credit in- 
surance policy on the basis of Dun and Bradstreet ratings is 
shown in Table 22 for preferred credit ratings. 


Past Loss ExpERIENCE.—Past experience of the insured 
will indicate what percentage of sales he has suffered in bad 
debt losses during previous years. This loss may be expected 
to continue year after year. The insured protects himself 
against such loss by taking that amount into consideration when 
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determining the cost of the article to be sold. The primary 
purpose of the credit insurance policy is to protect, not against 
this amount of loss, but against undue loss which has not been 
included in the cost of sales. 


TABLE 22. CovERAGE Limits—Dun AND BrapstTreEET, INc. 


First Credit Maximum Limit Second Credit | Maximum Limit 
Rating Rating 

Aa Al $200,000 Aa 1 $ 50,000 
A+ Al 150,000 A+ 1 40,000 
A Al 100,000 A 1 30,000 
B+ 1 75,000 B+ 1% 30,000 
B 1 50,000 B 1% 25,000 
C+ 1 30,000 C+ 1% 20,000 
Cc 1% 25,000 SC 2 15,000 
D+ 1% 20,000 D+ 2 12,500 
D 1% 15,000 D 2 10,000 
E 2 10,000 E 2% 5,000 
F 2% 5,000 F 3 3,000 
G 3 2,500 G 3% 1,500 
H 3 1,500 H 3% 750 
J 3 1,000 J 3% 500 
K 3 500 

Blank 1 50,000 Blank 2 25,000 


A loss is collectible under the policy only if the total losses 
covered are in excess of the usual yearly loss, known as the 
normal loss of the insured. To assist in determining the nor- 
mal loss of an insured, insurance companies have prepared 
tables showing the percentage of losses to be expected on an- 
nual sales of varying amounts for policies in various lines of 
business. 

Table 23 is an illustration of the percentages of loss in con- 
nection with sales of $100,000, $1,000,000, and $10,000,000 
in the various classes. 

The normal loss which is charged the insured depends upon 
two factors. These are: (1) manual normal loss, as stated 
in Table 23; (2) experience rating. This latter depends upon 
the experience in reference to sales and loss for each of the last 
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three years and fraction of years to date of the application, or 
the applicant’s entire business experience will be considered if 
he has been in business for a shorter period. 

The normal loss may be reduced by merit rating depend- 
ing upon the experience rating, ie., if the loss experience 


Tasie 23. Loss on SALES 


Regular Policies 


Normal Normal Normal 
Class Sales (oe Sales ince Sales ees 
1 $100,000 $580 | $1,000,000 $1,900 | $10,000,000 | $ 8,500 
2 100,000 610 1,000,000 2,200 10,000,000 9,000 
3 100,000 690 1,000,000 2,800 10,000,000 | 11,500 
4 100,000 770 1,000,000 3,300 10,000,000 | 14,000 
5 100,000 885 1,000 ,000- 3,800 10,000,000 | 16,100 


Full Key Coverage Policies 


$100,000 | $1,050 | $1,000,000 | $3,420 | $10,000,000 | $11,800 
100,000 | 1,260 | 1,000,000 | 4,104 | 10,000,000 | 14,200 
100,000 | 1,512 | 1,000,000 | 4,920 + 10,000,000} 17,000 
100,000 | 1,814 | 1,000,000 | 5,900 | 10,000,000 | 20,800 


Pwd 


is lower than the normal manual loss as shown by Table 23. 
On the other hand, there may be an increase in the final 
ascertainment of the normal loss depending upon the following 
factors: (1) business conditions in applicant’s sales territory ; 
(2) character of trade sold by applicant; (3) credit and col- 
lection methods employed by applicant; (4) amount and con- 
ditions of outstanding accounts. 

The amount of the normal loss will affect the company’s 
liability for the various customers. Coverage on debtors with 
first credit rating is limited to ten times the normal loss. Cov- 
erage on debtors with second credit rating is limited to five 
times the normal loss. Coverage may be obtained in excess of 
these amounts for the respective credit ratings by specifically 
naming the debtors. Furthermore, when coverage over $50,000 
on a debtor with first credit rating or over $25,000 on a debtor 
with second credit rating is desired, the debtor must be spe- 
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cifically named in the policy regardless of the amount of nor 
mal loss. 


Classification of Policies.—Credit insurance policies may 
be classified as follows: 

1. Coverage of policies depending upon agency rating or 
checking service. Collection service of accounts is ren- 
dered by the company on these policies, which are desig- 
nated as follows: C F, N, and H. 

2. Coverage depending upon agency rating or checking serv- 
ice, but on which the company renders no collection 
service. This policy is designated L F. 

3. Policies in which coverage is not based on agency rating. 
Collection service is rendered under these forms, which 
are respectively designated as L and CR. 

4. Policies under which the company renders checking and 
collection service on individual accounts. These policies 
are designated by the following letters: I D, X S, and 
oaks 


These policies will now be analyzed in the order mentioned. 


C F Policy.—The company is liable under the C F form 
for losses resulting from the insolvency of the insured’s debtors 
up to a stipulated sum designated as the ‘amount of the policy.” 
These losses consist of the unpaid purchase price of the in- 
sured’s bona fide sales of merchandise shipped during the speci- 
fied sales period and actually delivered in the regular course of 
business. 

Debtors include individuals, firms, copartnerships, and cor- 
porations in the United States, Canada, and New Foundland. 
In each case, the loss must have been covered, filed, and proven 
in accordance with the provisions and conditions of the policy. 

Under the C F policy, a debtor is deemed insolvent under 
any of the following conditions: 


1. A debtor absconds. 

2. A sole debtor dies. 

3. A sole debtor is adjudged insane. 

4. A debtor sells or transfers his stock-in-trade in bulk. 
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5. A receiver is appointed for a debtor. 

6. A writ of attachment or of execution is levied on a 
debtor’s stock-in-trade and stock sold thereunder or the 
writ returned unsatisfied. 

7. A debtor offers a compromise to his creditors. 

8. There is a recording of or taking possession under a 
chattel mortgage given by a debtor on his stock-in-trade. 

9, There is a recording of or taking possession under an 
assignment or deed of trust made by a debtor for the 
benefit of his creditors. 

10. ‘There is an assignment or taking over by a committee ap- 
pointed by a majority in number and amount of the 
creditors. 

11. A proceeding is instituted to adjudge a debtor bankrupt. 

12. A proceeding for the relief of a debtor is instituted in a 
court of bankruptcy. 


PROVISION FOR PAst-DuE Accounts.—The indemnified, 
during the term of the policy, must file with the company for 
collection the account against each debtor after it has become 
due and payable, but before it has become more than 90 days 
past due under the original terms of sale. Any amount, or so 
much of an account so filed, is treated under the policy as 
though the debtor were insolvent at the time the account was 
filed with the company. 


Porttcy Prriop.—The policy term is one year plus the 
longest terms of sale granted customers plus 90 additional days. 


GoveRNING Ratinc.—The latest published rating book is 
used to determine a debtor’s rating for coverage on shipments 
made from the first day of the month named by the book to 
the first day of the month named by the next rating book. When, 
however, the agency changes a rating by written report com- 
piled and issued to the insured during the effective period of 
the latest book, the governing rate as determined from the re- 
port applies on all shipments made after the insured receives the 
written report from the agency or written notice from the com- 
pany. The same rule applies when the written report is issued 
within 60 days before the period covered by the rating book. 
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When the debtor’s obligations at the date of insolvency 
are for shipments made under different governing ratings, gross 
coverage will not exceed the largest amount set opposite any 
one of the debtor’s governing ratings. In case a change of rat- 
ing reduces the limit of coverage applicable to a debtor, ship- 
ments made subsequently are not covered, while the debtor owes 
the insured an amount equal to or exceeding the amount set 
opposite the latest rating. If, however, shipments are made 
under the latest rating, and the amount owed is less than the 
amount set opposite the latest rating, the latter will be the limit 
of coverage. 

A shipment to a debtor whose name at the date of shipment 
does not appear in the credit agency book of ratings is covered 
in the latest report of the agency on the debtor compiled within 
four months previous to the shipment. If no report has been 
compiled within four months previous to the shipment, then 
the shipment is governed by the rating of the agency on the 
debtor compiled within four months after the shipment. 


COINSURANCE CLAUSE AND Liapitity Limir.—From the 
aggregate amount of net losses as stated in the policy, 10% is 
deducted for coinsurance. 

From the remainder is deducted the normal loss usually cal- 
culated at a percentage of total gross sales made during the sales 
period less returns and allowances. This normal loss deduction 
may not be less than a specifically designated amount. The 
remainder not exceeding the amount of the policy and less any 
amount owing the company is the sum payable by the company. 


ExcLusions.—The company is not liable for losses occur- 
ring under the following circumstances: 


1. Prior to the payment of the policy deposit premium, even 
though the policy has been delivered. 

2. After the termination of the policy. 

3. When the loss is not a valid and legally sustainable indebt- 
edness of the debtor or his estate. 

4. When the debtor does not have at the date of shipment a 
governing rating for which coverage is specified in the 
“Table of Ratings and Coverage.” 
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5. If the terms of sale are longer than a specified number 
of days, including dating. 

6. For any amount sold under a “Style Name” not mentioned 
in the policy. 

7. If any account is not filed in accordance with conditions 
governing past-due accounts. 

8. If the insured makes any agreement which would at the 
date of filing interfere with the company’s exercise of 
judgment upon any proposal of the debtor to his credi- 
tors. The insured must obtain the company’s permission 
before he can properly act on his own behalf. 


NOTIFICATION AND FILING oF CLatms.—The indemnified 
must, within a stipulated period after acquiring knowledge of 
a debtor’s insolvency as defined in the policy, and within the 
term of the policy, file notification of claim with the company 
on the form prescribed and furnished by the company, and 
forthwith place the whole account against such debtor with 
the company for attention and collection. Every notification of 
claim filed under the condition for past-due accounts must be 
accompanied with an itemized statement showing fully the dates 
of shipment, the terms of sale, the true condition of the account, 
together with all notes or other papers evidencing the same, 
and any guarantees, securities, or other documents relating 
thereto. All notification of claim must be received by the com- 
pany within the time specified, in its designated office, and the 
claim is then handled upon the terms provided in the policy. 

The indemnified must, upon request, promptly furnish all 
proofs, or any information necessary for the proper handling 
of any account in any proceeding. 

The receipt, retention, or handling by the company of any 
claim filed by the indemnified under the policy constitutes neither 
a waiver of any of the terms, conditions, or stipulations of the 
policy, nor an acceptance of such claim as covered by this or any 
other policy. 


COLLECTION OF CLAIMS AND SCHEDULE OF CHARGES.—The 
company will assume responsibility for all money collected by 
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its agents and correspondents and will promptly remit all 
amounts due the indemnified as collections are effected. 

When a claim is disputed, in whole or in part, or when the 
company considers it necessary for the purpose of enforcing 
collection from a debtor, guarantor, surety, or endorser, or 
participating in any proceeding involving the estate of a debtor, 
guarantor, surety, or endorser, the indemnified must authorize 
suit or other proceedings and promptly advance and pay suit 
fees, costs, and expense required in connection therewith. Fail- 
ure to do so is considered a withdrawal of the stated claim by 
the indemnified. 

When any return of merchandise or direct payment is made 
to the indemnified, or when a claim is withdrawn by the in- 
demnified, the costs and charges as provided for must be paid 
to the company by the indemnified, the same as if collection 
had been effected through the company. No claim withdrawn 
may be refiled as a claim under this or any other policy. 

The company has the right, when it deems it necessary or 
expedient, to endorse notes, checks, or drafts in behalf or in 
the name of the insured and to deposit these instruments or 
their proceeds to the credit of the company. 

Except as otherwise provided, the indemnified must pay to 
the company, on each claim filed, the following charges on col- 
lections effected : 


1. Free service. Any claim up to a stipulated amount, in so 
far as covered, filed with the company for collection, before it 
shall have become more than 90 days past due under the original 
terms of sale, the company agrees to handle free of collection 
commissions. 

2. Any uncovered portion of a claim filed with the company 
for collection, or any claim not included in subdivision (1) of 
this provision, is subject to the following collection commis- 
sions if effected through the services of an attorney: 15% 
commission on the first $500 or less, 10% commission on the 
next $500, 5% commission on the excess over $1,000. 


A minimum commission of $7.50 is charged, except on col- 
lections under $15, where the commission is 50%. 
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One half of the above charge is made if collection is effected 
without the services of an attorney. 

Remittance to the insured of the amount collected on filed 
claims is not to be construed as final determination of allow- 
able loss nor as a waiver of any of the terms or conditions of 
the policy. Acceptance of remittances by the insured is similarly 
construed. 


FINAL STATEMENT OF CLaImM.—If any claim for excess 
loss is made under the policy, a final statement of claim, duly 
sworn to, must be made by the indemnified after the termina- 
tion of the policy, upon blank forms which are furnished by 
the company upon application. This final statement of claim 
must be received by the company at its executive office, within 
30 days after the termination of the policy. No claim for loss 
may be made or allowed under the policy, unless it has been 
set forth in the final statement of claim. 


TIME AND METHOD oF ADJUSTMENT.—The company agrees 
to make the adjustment within a period not to exceed 60 days 
after the receipt of the final statement of claim, and the amount 
then ascertained to be due the indemnified under the policy at 
once becomes payable. 

To ascertain the net loss in any adjustment under the pol- 
icy, there is deducted from each gross loss covered, filed and 
proven under the policy: 

1. All amounts collected from the debtor or obtained from 
any other source. 

2. The invoiced price of goods returned, reclaimed, or re- 
plevined when such goods are in the undisputed pos- 
session of the indemnified. 

3. Any discount to which the debtor would be entitled at the 
time of adjustment. 

4. Any amount mutually agreed upon as thereafter obtainable. 

5. Any legally sustainable set-off that the debtor may have 
against the insured. 


If no mutually satisfactory agreement is reached as to the 
amount thereafter obtainable on any loss, the company will al- 
low the unpaid part of such loss, so far as covered. 
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If the entire indebtedness of every kind of a debtor to the 
indemnified at the date of insolvency is in excess of the gross 
amount covered by the policy, then the above-mentioned de- 
ductions are made pro rata, that is, in the ratio which the gross 
amount covered bears to the whole of such indebtedness. 

After these deductions are made from each gross loss cov- 
ered, filed, and proved, the remainder is the net loss. 

From the aggregate amount of the net covered, filed, and 
proven losses thus ascertained, there is usually deducted 10% 
as coinsurance, and from the balance, the normal loss. The 
remainder (not exceeding the amount of the policy), less any 
amount owing to the company, is the amount payable to the 
indemnified. 

When any covered and filed claim of the indemnified against 
a debtor is disputed, in whole or in part, the claim cannot be 
allowed in any adjustment under the policy until finally deter- 
mined to be a valid and legally sustainable indebtedness against 
the debtor or the debtor’s estate. At that time such a claim, 
so far as covered under the policy, is adjusted and the amount 
due the indemnified will become payable. 

The indemnified must assign to the company all claims al- 
lowed in adjustment, together with all securities and guaran- 
tees relating thereto, except those claims upon which the amount 
thereafter obtainable was mutually agreed upon, and warrant 
the legal validity of the indebtedness for the amount of such 
claims, and upon demand, must reimburse the company for any 
amount paid by the company to the indemnified on any indebt- 
edness which is not allowed against the debtor or the debtor’s 
estate, together with the expense of any action thereon. The 
company will handle for the joint benefit of the indemnified 
and the company, as their interests appear, any claim assigned 
to the company which has not been covered in full by the policy. 


DisposAL OF ASSIGNED CLAIms.—The company agrees 
promptly to remit to the insured on assigned claims the fol- 
lowing, after deduction of collection charges and expenses: 


1. Net amount realized on any indebtedness in which the com- 
pany has no interest. 
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2. Net amount realized on any indebtedness in excess of the 
gross amount covered. 

3. That portion of the net amount realized in any indebted- 
ness equal to the percentage of coinsurance borne by the 
insured. 


If, after these deductions and remittances, the remaining 
net amounts realized by the company in the aggregate exceed 
the total amount paid to the indemnified in adjustment, the com- 
pany agrees promptly to remit to the indemnified that excess 
and all net amounts thereafter realized. However, having de- 
termined any amount due the indemnified under this condition, 
the company has the right to retain that amount, or any part 
thereof, to apply on any indebtedness due the company from 
the indemnified. Upon the written request of the indemnified, 
the company will then reassign such claims as were assigned to 
the company in adjustment. 


CoLLATERAL BENEFITS.—The policy is not assignable, but 
the company agrees to provide upon written request from the 
indemnified, that any excess loss, ascertained to be payable as 
provided in the condition on time for and method of adjust- 
ment clause, shall be paid to any bank, trust company or other 
payee designated by and for the account of the insured. 


TERMINATION OF THE Poticy.—If, during the term of the 
policy, the indemnified becomes insolvent, or ceases to continue 
the business in the manner described in the policy, or goes into 
liquidation, or seeks a general extension from his creditors, or 
being a partnership is dissolved, then the policy thereupon ter- 
minates as to coverage of subsequent shipments. Temporary 
interruption, however, by fire or by strike, or by the death, 
withdrawal, or admission of a member of a partnership of more 
than two members, does not so terminate the policy. 

N Policy.—The provisions of the N credit insurance policy 
are similar to the C F policy except for several essential pro- 
visions. These provisions may be summarized as follows: 

1. The C F policy provides for compulsory filing of past- 
due account, whereas the N policy provides for optional filing 
of past-due accounts. 
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2. The C F policy covers all sales made during the year, 
although the insolvency may occur after the year, limited only 
by the longest terms of sale plus 90 days. The N policy only 
covers insolvency up to the date of the expiration of the policy 
which is written for a period of one year. 

3. The C F policy covers all sales of the year and there- 
fore has no connection with any other policy. However, since 
the N policy only covers losses which occur during the year, 
if a renewal policy is purchased, the companies will attach a 
back sales rider. 


Back SAEs Riper.—This rider provides that the renewal 
policy will cover shipments made within the prior policy period 
provided that any account which is filed and is more than 90 
days past due on the renewal date will be subject to an addi- 
tional coinsurance charge of 10%. The company does not 
charge an additional premium or increase the normal loss charge 
for the attachment of this rider. The company may neverthe- 
less subject the rider to any requirements necessitated by un- 
usual conditions of shipments during previous policy period. 


H Policy.—The H credit insurance policy is also similar 
to the C F policy. Unlike the latter, however, the H form does 
not provide for compulsory filing, but if an account is not filed 
within 60 days, when the adjustment of loss is made a penalty 
of 1/5% for each day that the account was filed after 60 days 
past due will be added to the coinsurance charge. 


L F Policy.—This form is similar to the N policy except 
that there is no provision for service in connection with past- 
due or insolvent accounts. The insured must handle all in- 
solvencies and he must prove all claims. In view of this, the 
insolvency provision differs from that of the N policy, since 
there is no provision for filing of past-due or insolvent accounts. 
The insolvency and the amount must be established during the 
policy term. Nevertheless, when a loss occurs, the insured must 
immediately notify the company. 


L Policy.—Customers are covered by the L credit insurance 
policy without consideration of their ratings. Like the N form 
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the L policy provides for optional filing of past-due accounts. 
Another similar provision is that coverage provides only for 
losses occurring during the policy period. 

Under the L form, the aggregate amount of net loss is sub- 
ject to a deduction of 25% as coinsurance. Another feature of 
this policy is the imposition of an additional premium charge 
based on sales in excess of the volume estimated in advance. 


C R Policy.—A merchant may not have his own credit 
department. In order to check prospective purchasers of mer- 
chandise he may enter an arrangement with one of the recog- 
nized agencies to obtain data for the purpose of extending credit 
to his customer. The agency will advise concerning shipment 
of any order. Under such circumstances, the business man can 
purchase a C R policy. 

This policy is similar to the N policy. However, since the 
amount of credit given to a customer does not depend upon 
credit rating but the advice of the credit agency, the policy pro- 
vides coverage on any loss on any account against a debtor only 
if within 30 days prior to the date of shipment, the indemnified 
has received from the approved credit agency its latest written 
credit recommendation covering the shipments to be made. 

When the credit recommendation is for less than the total 
amount of any shipment, the company’s liability is limited to 
the amount recommended. Furthermore, the company is bound 
only when the shipment is made in exact conformity with all 
the conditions set forth in the specific credit recommendation. 


Exctusions.—When the insured receives notice of revoca- 
tion of the credit recommendation before the date of any ship- 
ment, the company ceases to be liable for any loss on that ship- 
ment. 

The policy also excludes losses on accounts sold on credit 
terms longer than the prescribed number of days including the 
dating. If shipments are made to debtors who owe the insured 
for any prior covered indebtedness which is more than 30 days 
overdue, the policy likewise excludes losses on these shipments 
until the earlier covered indebtedness has been paid. 


I D Policy.—This policy is issued to cover the insured 
against loss on a named individual account. Like the C F form, 
the policy covers all sales made during the policy period except 
that past-due accounts must be filed within 60 days. Liability 
limits are based upon the credit rating of the customer. As the 
policy covers only a single debtor, there is no need for a normal 
loss provision. Nevertheless, the loss is subject to coinsurance. 


CANCELLATION.—An important difference between the C F 
policy and the I D policy is that the latter may be cancelled 
either by the company or by the insured. This cancellation, 
however, does not affect shipments made prior to the effective 
date of cancellation. 


X S$ Policy.—Like the I D form, the X S credit insurance 
policy covers the insured against loss on one named individual 
account. The policy, however, is further designed to meet the 
need of business men who wish to be protected against losses in 
excess of amounts which they could reasonably expect to col- 
lect even if the named debtor became insolvent. Hence the 
X S form differs from the I D form in that the liability lim- 
its are not based upon the customer’s credit rating. 


ADJUSTMENT OF Loss.—The X S policy is subject neither 
to coinsurance nor to normal loss deductions as such. From 
the proven loss is deducted the primary loss which the insured 
has agreed to assume. The balance less any items owing to the 
company is the ultimate loss payable to the insured. 


ADVANCES AGAINST Excess Loss.—Between the time of 
the debtor’s becoming insolvent and ascertainment of the ulti- 
mate excess loss, the insured is entitled to an advance not ex- 
ceeding 80% of the probable ultimate excess loss. 

Since the ultimate excess loss, at any time prior to the final 
liquidation and distribution of the debtor’s estate, is indeter- 
minate, the amount is arrived at by mutual agreement between 
the company and the insured. If an advance is made against an 
account not covered in full, the remittance is made in the ratio 
which the uncovered portion bears to the whole of such indebt- 
edness, 
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Duties oF INSuRED.—When an advance is made by the com- 
pany, the insured must assign to the company the whole account 
against the debtor, together with all securities and guarantees 
relating to the account. He must further warrant the legal 
validity of the debt and pay 6% interest compounded semi- 
annually on the advance. The interest period continues until 
the adjustment has been made or until the company has been 
reimbursed for the advance. On the latter date, the company 
will immediately turn over to the insured any amount received 
in excess of the advance that was made to the insured by the 
company. 

In addition to interest, the insured must bear all collection 
expenses incurred in settling the account. This expense is de- 
ducted from the remittance made to the insured by the company. 


The A C R Policy.—This policy is similar to the I D pol- 
icy except: (1) any number of debtors may be covered under 
the policy; (2) the premium charged is based on the insurance 
company’s rating of the customer; (3) a separate charge is 
made for each shipment, whereas under the I D policy a flat 
premium charge is made for the year, regardless of the amount 
of turnover. 

An examination of this policy will indicate that the insur- 
ance company is offering coverage which is very similar to busi- 
ness performed by factors. 


CERTIFICATE OF APPROVAL.—The insured must submit an 
application on a form furnished by the company for each debtor 
to be covered by the policy. The company will then issue either 
a certificate of approval or a notice of disapproval. No charge 
is made for a disapproval notice. 


The certificate of approval states the amount of approved 
coverage, the maximum terms of sale, and the premium rate. 
Unless notice of cancellation is sent the insured, the certificate 
remains in force until the expiration of the sales period. Can- 
cellation becomes effective for future shipments on the date of 
receipt by the insured. 
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CovERAGE oF INvorcEes.—The policy covers losses on ship- 
ments to approved debtors provided the insured has filed cop- 
ies of invoices covering such shipments at the company’s desig- 
nated office within 10 days after shipment. Invoices are cov- 
ered in the order in which copies are filed at the company’s 
office until they amount in the aggregate to the limit specified 
in the certificate of approval. Invoices filed in excess of the 
specified limit are subject to coverage to the extent that prior 
covered invoices are wholly or partly paid within 30 days after 
maturity under the original terms of sale. 

The company is not liable for loss of shipments when made 
to debtors while any prior covered indebtedness which is 30 
days past due remains unpaid. Losses on accounts not filed in 
accordance with the condition for past-due accounts are like- 
wise excluded. 


Credit Insurance Policy Endorsements.—Among the spe- 
cial riders provided to meet the special needs of policyholders, 
the following may be mentioned: 


. Goods-in-process 

. Construed date of shipment 
Interim adjustment of claims 
. Antedating rider 

Guarantor rider 

. Excluded sales rider 

. Extraordinary debtor rider 


NOAM R WON 


Goops-IN-Process RipER.—Credit insurance covers only ac- 
tual sales which are shipped and delivered. If the insured has 
taken an order from a customer and the goods are to be manu- 
factured for the special use of the particular customer, the in- 
sured may suffer a serious loss even though the goods are not 
shipped prior to the customer’s insolvency. The goods-in-proc- 
ess rider protects the insured against this contingency. 


CoNSTRUED DATE OF SHIPMENT Riper.—Where ratings 
are employed, the various policies provide that the rating at 
the date of shipment governs the liability of the company. In 
consideration of an increased total basic premium, however, the 
policy may be endorsed to provide that the rating in effect at 
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the date of acceptance of the order governs. However, the 
goods must be shipped within a stipulated period after the 
acceptance of the order. 


INTERIM ADJUSTMENT OF CLAIMS RipER.—Insurance com- 
panies are not obligated to make any adjustment until the end 
of the policy period. In consideration of an additional pre- 
mium, however, a rider for insolvent accounts or insolvent and 
past due accounts may be attached to the policy, providing for 
payment of losses prior to the expiration of the policy. At 
the end of the policy period, an accounting is made and, if any 
excess has been paid to the insured, he must refund this amount 
to the company. 


ANTEDATING R1IpER.—Sometimes for convenience, it is de- 
sirable to date the policy from the first day of the month in 
which the application was accepted. This can be accomplished 
by means of the antedating rider. The policy does not, however, 
cover accounts which have failed prior to the date of the ap- 
plication, or which are overdue under original term of sale, or 
for which ratings are reduced by the mercantile agency prior 
to the payment of the premium. 


GUARANTOR RipER.—The insured may sell to a certain cus- 
tomer only if the account is guaranteed by a third party. Upon 
request, insurance companies will attach a guarantor rider which 
provides that the rating of the guarantor shall govern, instead 
of that of the debtor. To prove a loss under this policy, how- 
ever, the customer as well as the guarantor must become in- 
solvent. There is no premium charge made for this rider. 


ExcLupED SALES RipER.—An insured may desire to ex- 
clude certain accounts from one of the policies on which the 
premium is based on sales. This can be accomplished by the 
excluded sales rider. This rider provides that certain named 
accounts are excluded from any consideration under the terms 
of the policy. If any accounts that were excluded become in- 
solvent, the loss, therefore, cannot be proved under the policy. 
In computing the premium, no charge is made for these ex- 
cluded accounts. 
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EXTRAORDINARY Destor RipErR.—An insured may desire 
coverage for an account which is otherwise not covered -by the 
policy. By endorsement the company will grant coverage for 
specified named debtors who would not be covered by the pol- 
icy subject to stipulated maximum amount for all liabilities so 
assumed. In addition the endorsement provides for cancellation 
of the endorsement by the company or by the insured. 


Premium Charges.—Premium charges for C F, N, H, and 
L F policies are based upon the following factors: (1) number 
of credit ratings covered, (2) amount of maximum liability for 
each credit rating covered, (3) sales volume, (4) amount of 
policy, (5) coverage for extraordinary debtors, (6) terms of 
sale, (7) use of riders such as “Goods-in-Process” and “In- 
terim Adjustment.” 

The premium charge for L and C R policies depends upon: 
(1) amount of the policy, (2) sales, (3) terms of sale. 

The premium charge for the I D policy depends upon: (1) 
credit rating of the debtor, (2) terms of sale. 

The premium rates of the X S policy depends upon: (1) the 
percentage of liability which the insured assumes, (2) terms of 
sale. 

The premium charge for the A C R policy depends upon: 
(1) financial setup of each of the debtors and pay habits, (2) 
terms of sale. 


PREMIUM ADJUSTMENTS.—For policies containing a normal 
loss provision, premium charges may be varied by increasing or 
reducing the normal loss. An insured desiring a reduced pre- 
mium may obtain the reduction if he agrees to an increased 
normal loss. He may be charged, for example, one-third the 
basic premium, if he agrees to have the normal loss equal to 
110% of the sum of the following items: (1) two-thirds 
basic premium, (2) normal loss. 

To illustrate, assume a basic premium of $1,100 and $1,000 
normal loss, the premium charge will be $700 and the adjusted 
normal loss will be $1,470 as shown by the following compu- 
tation: 
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BASIC. PREMIUM. pam nace olecaerie cons he tere em sie oe $1,100 
IN(GTeOTTEM ET CSEG S Sexe chatniets oae otNene Ee 1,000 
Combinedstotalanss cn Heimer enon wee $2,100 


Premium rate: 
One-third $2,100...... Yar sveroiected ciieieiere «clare 700 


Basic normal loss: 


ER wo=thirdsi 2 OO ses arteries sieie ict ousls.6 ot sre $1,400 
PlusilOC prec ne ene c cee cites os oremerere ace 140 
ANdjustednormalllossacccmeiies meter iieten $1,540 


Underwriting Considerations.—Before issuing credit in- 
surance policies, insurance companies consider among others the 
following factors: 


1. Personnel of applican.. 

. Ability of credit man and organization of credit depart- 
ment. 

. Line of business. 

. General business conditions. 

Specific business conditions. 

. Classes of customers. 

. Territories covered. 

. Terms of sale. 

. Limits of coverage. 

. Past experience. 


NO 


SDOMNANAW 


— 


CHAPTER G27 
TITLE INSURANCE 


Reason for Development of Title Insurance.—E very pur- 
chaser of real property covering land, or land and buildings, 
demands a deed describing his title to the property that he has 
purchased. Before he accepts this deed, the public records cov- 
ering everything which appertains to the property, as well as 
to the previous owners, should be investigated. 

The general practice is to hire a lawyer when purchasing 
property, since the average purchaser has neither the training 
nor the knowledge to determine the validity of the title. Any 
lawyer who undertakes to examine the title to real property 
holds forth that he is competent to examine titles and that he 
will use with skill the knowledge which he has obtained. He 
does not guarantee, however, the result of his work. The pro- 
fessional conveyancer who examines a title gives his opinion 
based upon his examination. His duty is to make an abstract 
of the title and to furnish his client with a summary of the 
records covering grants, conveyances, will, liens, encumbrances, 
judicial proceedings, mortgages, taxes, assessments, and any 
other matters which may affect the title. Failure to perform 
this work properly makes the one preparing the abstract liable 
for loss that his client may suffer. He is not liable, however, 
for any defects not within the public records. He cannot state 
whether the public records covering previous conveyances are 
the original instruments which were used. He can only state 
that he believes them to be copies of the original instruments. 
This statement he has the right to make, because he may as- 
sume that any given instrument as it appears on the record, is 
authentic and not a forged instrument. He may also presume 
that the signer of any instrument affecting the title was com- 
petent and not insane at the time of the signing. He may as- 
sume, in the case of a will, that citations have been served upon 
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all the heirs-at-law of the deceased who formerly owned the 
property and that no one was omitted. If, as a result of his 
examination of the records, the conveyancer decides that the 
title is marketable, both in accordance with the facts and in 
accordance with the law, he is not liable for any defect. All 
that is required of him is the application of ordinary and proper 
skill. 


Causes Proving Titles Defective.—Defective title may re- 
sult from various causes, including the following: 


1. Transfer of a title based upon an invalid will. 

2. Defective probate of will covering property. 

3. Dower claim of widow of one of the former owners of 
the property. 

4. Transfer of property by a forged deed. 

5. Defective foreclosure of the property. 

6. Execution of a deed by a lunatic. 

7. False affidavits. 

8. Claim of old lanes and roads which may cross the property. 

9. Liens omitted from the search of the property. 

10. Undiscovered heirs to the property. 

11. Defective acknowledgment, which is material to any of 
the subject matter, in any of the papers covering any 
transfer of the property. 

12. Transfer of property by an invalid power of sale given 
by one of the former owners. 

13. Undiscovered wills affecting property. 

14. Mistake in the description of the property. 

15. After-born children who have never been included in a 
transfer of the property. 

16. Placing property in trust which may be illegal. 

17. Hitherto undisclosed restrictions on the property. 


To cover the many hazards involved in a real estate transfer, 
title insurance guarantees the result of an examination of any 
title to a purchaser or mortgagee of property. Obviously, this 
form of insurance is possible only where proper public records 
are kept. The title insurance policy promises to protect the in- 
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sured, that is, anyone who owns real estate or who has advanced 
money on real estate, against loss or damage, subject to the 
limitations of the policy. The insurance company agrees to 
hold itself responsible for any defect in the title to any particu- 
lar property or for any liens, or encumbrances on the property, 
which were unknown at the time the policy was issued. The 
policy covers only defects which existed at the time of the issu- 
ing of the policy, and is not intended to cover any defects which 
may arise after the policy was issued. In this respect, it differs 
from other forms of insurance. Other insurance policies pro- 
vide protection for contingencies which arise after the issuance 
of the policy, whereas a title insurance policy provides protec- 
tion only for defects which existed at the time of issuance. 

Lawyers should not strenuously oppose the introduction of 
title insurance. They have no liking for liability which the 
greatest possible care on their own parts might not save them 
from incurring. The fact is that a large amount of the business 
which comes to title companies is obtained from attorneys act- 
ing for their clients. 


Cost of Searching Title to Property. —One of the reasons 
for the development of title insurance was the expense required 
in connection with the passing of title every time real property 
was sold. The transaction usually involved the retaining of 
an attorney by each purchaser and the retaining of an attorney 
by each seller. The purchaser’s attorney searched the title to 
the property, without obtaining the benefits of previous exam- 
inations of title. The idea arose that corporations should be 
organized which would make a search of property, charge a fee 
for the search, and guarantee the validity of the title. When 
this fee was charged, any new purchaser or mortgagee of the 
property could rely upon the previous searches that had been 
made, and this obviated the necessity of making a complete 
search each time the property was sold. Naturally, title insur- 
ance is given only where the insurance company is reasonably 
certain that the title is good. In title insurance the fees are used 
mainly for expenses which are costly because of the profes- 
sional and scientific work required. The portion used for losses 
is small. 
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Facilitation of Quick Search of Title.—Title insurance has 
been developed not only because of the fear of invalid titles, 
but also because of the ability of title companies to make quick 
searches and thus to hasten the fulfilment of transactions of 
real estate. In order to accomplish this quick search, the title 
insurance companies make a copy of all real estate records in 
the various localities in which they operate, whether or not they 
have insured the property. This is a very large and extensive 
undertaking. It involves the copying of all instruments affect- 
ing the land from the very first record to the latest record found 
in the county clerk’s office. The instruments that are copied are 
not filed by the names of the parties mentioned in the instru- 
ment. The practice of the company is to open an account for 
each piece of land. In this account entry is made for every 
instrument which affects the title. This record, once prepared, 
is kept up to date by posting to the proper account a copy of 
every new instrument recorded. Although the development of 
such a record plan is very costly, once the plan has been devel- 
oped, the cost is justified by the ease with which the company 
can make an examination of the title. The development of this 
method eliminated the old plan of making a complete search of 
every instrument each time a piece of property was transferred. 
The fact is, the title insurance company has practically a com- 
plete abstract of the title which can be placed immediately in 
the hands of the legal department of the company, to be exam- 
ined and passed upon and verified wherever necessary. As the 
business of the company increases, the material is gradually 
changed from a collection of unexamined instruments into a 
group of examined and approved instruments. The value of 
the information gathered by the title insurance company is per- 
fectly obvious. Anyone who intends to purchase property or 
who wishes to lend money on property can know the past his- 
tory of the property before completing his purchase. He can 
determine who owned the land, what was the previous selling 
price, and what loans were made on the property. 


Making Real Estate Salable.—The chief advantage of the 


record plan, however, lies in making the real property quickly 
salable. Everybody recognizes real estate is an investment, but 
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many shun this form of investment on account of the difficul- 
ties involved. In the past many banks refused to accept prop- 
erty as collateral. This may be due to the problem of the 
validity of title, and the delay and expense involved in deter- 
mining the ownership of property. Title insurance, however, 
will help eliminate this difficulty. 

Title insurance policies are not uniform throughout the coun- 
try and may be issued both to owners of property and mort- 
gagees. One form protects the insured not only against defect 
of title but also against loss by reason of unmarketability. The 
analysis which follows is based on this form. 

The title policy may be divided into four sections : 


1. Insuring agreement. 

2. Schedule describing subject matter. 

3. Exceptions and limitations. 

4, Conditions governing the company and the insured. 


Insuring Agreement.—The policy under consideration cov- 
ers up to a designated amount losses occurring under the fol- 
lowing conditions: (1) defect of title affecting the described 
premises or the insured’s interest therein; (2) unmarketability 
of title by reason of liens or encumbrances existing at the date 
of the policy. 

This coverage does not include, however, any loss occasioned 
by estates, interests, defects, objections, liens, and encumbrances 
specifically excluded in the sections of the policy devoted to 
exceptions, limitations, and conditions. 

Any loss for which the company may be liable may be ap- 
plied to the payment of any mortgage mentioned in the policy. 
In the event that the insured subsequently makes any mort- 
gage, the title of which is insured or held by the company, set- 
tlement may be made in the same manner. Amounts so paid 
are deemed payments to the insured under the policy. In no 
event, however, will the aggregate liability of the company ex- 
ceed the amount named in the policy. 


Description Schedule-—The schedule describing the sub- 
ject matter contains three subdivisions: 
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1. Estate or interest of insured in premises. The interest may 
be that of owner in fee simple, mortgagee, or lessee. 

2. Instrument through which title or interest is vested in 
the insured. The instrument may be a deed, will, mort- 
gage, or lease. 

3. Detailed description of property covered by policy. 


Exceptions.—The section devoted to exceptions and limita- 
tions lists those estates, interests, defects, objections to title, 
liens, charges, or encumbrances which affect the premises or 
interest, but which the policy does not cover. 


Policy Conditions.—This section describes the respective 
duties and rights of the insured and the company under the 
policy. The following are important conditions of the policy. 


Incidence of Claims.—The company does not become liable 
for claims until after one of the following occurrences: 

1. Decree of court of competent jurisdiction under which 
the insured is evicted from the premises or dispossessed of any 
interest therein. 

2. Final determination by court of competent jurisdiction 
upon a lien or encumbrance not excluded in the policy. To fur- 
nish grounds for recovery, the decision of the court must be 
adverse to the title as insured. 

3. Rejection by purchaser of title because of some defect 
or encumbrance not excepted in the policy. To bind the com- 
pany, the insured must have contracted in good faith and in 
writing to sell the insured estate or interest. Furthermore, 
notice must be given to the company within a stipulated time 
of the rejection. 

For a stipulated period after receiving notice of vendee’s 
rejection of title, the company may exercise one of two options. 
Upon presentation by the insured of adequate proof of loss, 
the company may elect to pay the actual damage sustained. 
Alternatively, the insurer may choose to defend or maintain 
actions or proceedings undertaken in courts of competent juris- 
dictions to determine the validity of the vendee’s alleged objec- 
tion to title. The suit or defense may be carried out by the 
company either in its own name or in that of the insured. In 
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the event that the vendee’s objection is sustained by the court, 
the company will pay the loss. 

4. Where the company assumed liability under a policy cov- 
ering the interest of the mortgagee, final determination by a 
court of competent jurisdiction that a mortgage is invalid or 
subject to a prior lien. 

5. Rejection of title by a proposed lender, where the insured 
has negotiated a loan secured by a mortgage on the estate or 
interest covered by the policy. Where there is no dispute of 
the facts, the company may consent to have the validity of title 
passed upon by a court of competent jurisdiction. Upon the 
decision of the court will rest the liability of the company, but 
in no event will the insurer be obligated to make a loan as a 
substitute for one rejected. 

6. Final judgment by a court of competent jurisdiction 
against the insured or his heirs, executors, administrators, or 
successors on any covenant or warranty contained in an instru- 
ment used by the insured to transfer title, because of some de- 
fect of title or encumbrance not excepted by the policy. 


Subsequent Defect—As mentioned previously, defects 
and encumbrances arising after the date of the policy are not 
covered. Taxes and assessments, for example, which have not 
become a lien up to the date of the policy or which are payable 
in future installments, are excluded. Furthermore, no approval 
of any transfer of the policy is deemed to cover any such de- 
fects, encumbrances, taxes, or assessments. 


Personal and Other Property Excluded.—The policy does 
not cover the title to personal property under any condition. 
This rule applies whether the personal property is attached to 
or used in any connection with the premises. 

In addition, the policy excludes title or rights of the insured 
to any premises beyond the limits set in the policy. Streets, 
roads, avenues, and lanes on which the premises abut are simi- 
larly excluded, unless specifically expressed as being insured. 
This exclusion does not apply, however, to ordinary rights of 
light, air, and access belonging to abutting owners. 

Furthermore, the policy does not cover buildings and other 
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erections which fail to comply with state or municipal laws, 
regulations and ordinances. Finally, the company is not liable 
for any losses arising from the exercise or attempted enforce- 
ment of governmental police power over the insured property. 


Written Notice-—When any action or proceeding is begun 
or paper served with the object of attacking the validity of a 
title, or of raising any material question which might subject 
the company to liability, the insured is required at once to notify 
the company in writing. 

If notice is not given to the company within a stipulated 
period after service of the first summons or other process, the 
policy is voided. An assignee for value, provided the company 
has evidenced its approval of the assignment on the policy, is 
not subject to this provision, when his failure to give notice 
resulted from his ignorance of service having been made. Fur- 
thermore, the company is not released from liability by failure 
to give notice unless this violation has prejudiced or will preju- 
dice the interests of the company. 


Defense of Suits——The company agrees to defend the in- 
sured in all actions or proceedings provided on claims of title 
or encumbrances existing prior to the date of the policy. This 
priority in time of claim is necessary to provide coverage under 
the policy. The company also has the right to maintain or de- 
fend any action in connection with the title insured or in regard 
to any covenant relating to the title. All such suits are under- 
taken or defended at the company’s own expense. 


Appraisal.—In case of liability, the company has the right to 
demand a valuation of the insured estate or interest. The valu- 
ation is determined by two arbitrators, one chosen by the com- 
pany and the other by the insured. If they cannot agree, the 
arbitrators choose an umpire to determine the valuation. 

When appraisers are thus employed, no right of action ac- 
crues against the company until a stipulated period after it has 
been served with notice of the valuation and with a conveyance 
or transfer of the insured’s estate or interest to a purchaser to 
be named by the company. The company is released from lia- 
bility if during that period a purchaser is found for the estate 
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or interest at the specified price, less the amount of encum- 
brance exempted from the policy. 


Payment of Loss.—Once the company’s liability is definitely 
fixed, the loss is paid within a stipulated period. The company 
has the option either of settling the claim or paying the policy 
in full. Liability to any collateral holder of the policy may in 
no case exceed the pecuniary interest in the policy. Payments 
made under the policy reduce the amount of insurance. 

In addition to the actual loss, the company will pay all costs 
of litigation carried on by the insurer on behalf of the insured. 
The company is in no case, however, liable for more than the 
amount stated in the policy. Furthermore, fees for counsel 
employed by the insured are not a liability of the company. 

No payment or settlement may be demanded without sub- 
mitting the policy for endorsement to the effect that the pay- 
ment has been made. In the event the policy is lost, satisfactory 
indemnity must be provided for the company. 


Coinsurance Clause.—In case the premises are subsequently 
improved or altered at a cost exceeding 20% of the amount 
insured, the company is liable only for that proportion of the 
loss as 120% of the amount of the policy bears to the total 
value of the property after improvement. 


Apportionment Provision.—When the premises aré divis- 
ible into separate independent parcels, the loss on any one parcel 
is computed and settled on a pro-rata basis. In these compu- 
tations the amount of the policy is treated as if divided pro rata 
in accordance with the values of separate parcels as of the 
date the policy was issued. Improvements made after the date 
of the policy are not governed by this provision. 

The coinsurance clause and apportionment provision do not 
apply to a mortgagee policy. 

Subrogation.—A fter a claim has been settled under the pol- 
icy, the company is entitled to all the rights and remedies which 
the insured would have had if the policy had not been in force. 
Accordingly, the insured is required to cause all such rights 
to be transferred to the company as well as to permit the use 
of his name in defense or recovery proceedings. 
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If the payment does not cover the insured’s loss, the com- 
pany is subrogated to his rights in the same proportion as the 
payment bears to amount of loss not covered by the payment. 


Policy Transfers.—Transfer of title insurance policies is 
generally prohibited. A policy held by the owner of a mortgage 
or other encumbrance, however, may be transferred to the pur- 
chaser at a foreclosure sale of which the insured is a party. 
Other transfers may be permitted by special written agreement 
and endorsement on the policy by an officer of the company. 

In the absence of permission which the company may deny 
at its option, all interests in the policy cease except as to dam- 
ages accrued. 


Premium Charge.—The insurance fee for a title policy is 
paid when the policy is issued. There is no further premium 
charge as long as the policy is held by the one to whom it was 
issued. In other words, this practice is different from the usual 
type of policy where the premium is renewed at definite periods, 
at which a new fee must be paid. The fees charged depend 
upon the following factors: (1) the type of policy, that 1s, 
owner’s policy or mortgagee’s policy; (2) the locality in which 
the policy is issued; (3) the amount which must be the pur- 
chase price, in case of purchase of property or the amount of 
the mortgage that is issued, if the policy covers the mortgagee’s 
interest. 

In case of a loan, title companies are usually unwilling to 
issue policies for an amount lower than the loan. The reason 
is that if a loss is sustained the companies prefer to take over 
the property, obtaining complete interest and paying the full 
amount. An effort is made to cure any defect in the title and 
then sell the property. 

In addition to insurance fees, the insurance company charges 
the policyholder for drawing and recording papers and making 
searches and surveys, as may be required. 

If a policy has once been issued and the property is subse- 
quently sold or the mortgage transferred, a new policy may be 
obtained covering the interest of the new owner or new mort- 
gagee, at a reduced rate. 


CHARTERe2Z3 
FIDELITY AND SURETY BONDS 


The act of guaranteeing the honesty of individuals or the 
performance of obligations by individuals or business firms or 
corporations has been carried on ever since the development of 
commerce. Originally, the method was for a private individual 
to guarantee the performance of an obligation by another in 
favor of a third party. 


Parties to the Guarantee.—Every guarantee involves three 
individuals: (1) the principal, that is, the one on account of 
whom the guarantee is given; (2) the surety or obligor, that — 
is, the one who guarantees payment in case of failure of per- 
formance of the obligation by the principal; and (3) the 
obligee, that is, the one to whom the surety is liable in case 
of misfeasance by the principal. 


Reason for Rise of Corporate Bonding.—The practice of 
private individuals acting as guarantors led to considerable dis- 
satisfaction. The obligee, the surety, and the principal found 
the practice undesirable. The reasons for this dissatisfaction 
were as follows: 


1. The obligee’s dissatisfaction. (a) Sometimes the finan- 
cial standing of the surety decreased after the surety had guar- 
anteed the bond. The guarantee was, therefore, inadequate. 
(b) If the surety conducted a business of guaranteeing for oth- 
ers, he could charge excessive rates as his charges were not 
subject to supervision by the state. 

2. The surety’s dissatisfaction. (a) If he was a friend of 
the principal, his obligation was given usually without charge. 
(b) In no case was he able or did he have the facilities to in- 
vestigate the principal or to watch his actions. 

3. The principal’s dissatisfaction. (a) The principal was 
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never certain that the guarantee of the obligation would con- 
tinue to be valuable and satisfactory to the obligee. (b) If the 
surety could withdraw his guarantee and did so, the principal 
had to seek a new surety. (c) In many cases the principal found 
difficulty in finding a surety satisfactory to the obligee. (d) 
The principal was placed in the position of having to return 
favors to those who had gone bond for him if without charge. 

The many causes of dissatisfaction assisted in the develop- 
ment of corporate suretyship. This branch of business is con- 
ducted usually by organizations with large amounts of capital 
and surplus, and is subject to the supervision of the state. These 
corporations do not possess the defects of the individual surety. 
A surety company must have an organization adequate for 
properly investigating and supervising the principal. The capi- 
tal and surplus are of such size that the obligee cannot object 
to the financial standing of the surety. The business is super- 
vised by state insurance departments and the rates are usually 
subject to regulation. 


Two Classes of Bonds.—The business can be divided into 
two classes: fidelity bonds and surety bonds. The fidelity bond 
guarantees the honesty of an individual. The surety bond guar- 
antees the performance of an undertaking, such as the construc- 
tion of a building. Many of the bonds discussed in this chapter 
contain both the fidelity and the surety coverage. 


Collateral.—Since the primary purpose of surety bonds is 
to serve in the extension of credit, surety companies seek to 
secure themselves against loss wherever possible. To accom- 
plish this, in many cases, the companies demand that the prin- 
cipal give them collateral as security. If a misfeasance occurs, 
the surety companies can then sell the collateral that has been 
deposited. Generally the following types of collateral are ac- 
ceptable: (1) cash or certified check; (2) savings bank books 
properly assigned to the bonding company; (3) bonds listed on 
the stock exchange and made payable to the bearer; (4) stocks 
listed on the stock exchange. 

The principal may desire to offer mortgages and real estate 
as security. These are not desirable forms of collateral. The 
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reason is that the bonding companies can only be certain after 
a title search has been made that the principal has the interest 
he claims in the mortgage or real estate. The cost of the search 
is expensive and the time required long. Also there is the 
problem of liquidation and marketability of the property in 
case the property is acquired by the surety company. 


Types of Bonds.—The various types of fidelity and surety 
bonds may be classified and analyzed under the following major 
group headings: 


. Fidelity bonds 

. Bankers’ and brokers’ blanket bonds 
. Forgery bonds 

. Fraud bonds 

. Contract bonds 

License and permit bonds 

. Public official bonds 

. Court (fiduciary) bonds 

. Court (guarantee) bonds 
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1, Fidelity Bonds.—Four types of fidelity bonds are issued 
for fidelity risks: (a) individual bond, (b) name schedule 
bond, (c) position schedule bond, and (d) blanket bond. 

Employers of cashiers, bookkeepers, clerks, in fact, of any 
employees who handle money or merchandise, often demand a 
fidelity bond to guarantee the honesty of the employee. The 
custom for employers to demand fidelity bonds has grown be- 
cause the expense is small for the protection obtained. There 
are a number of employers who object to purchasing bonds, 
asserting that they know their employees are honest or that 
they have an auditing system which will prevent dishonesty. 
Examination of the daily paper will indicate that these argu- 
ments are woefully weak. 


Investigation of Employee’s Record.—In order to under- 
write bonds properly, the bonding companies investigate both 
the employee’s and employer’s records. The employee’s record 
is investigated principally concerning : 


1. Past business experience. A detailed investigation is 
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made of the past business experience of the employee to be 
bonded. The employee must be able to account completely for 
his entire past experience. Inability to do so is an indication that 
the risk is undesirable. Inquiry is made of previous employers, 
although failure upon their part to respond is but negative evi- 
dence and is not always considered unfavorable to the em- 
ployee. 

2. Personal habits. An investigation is made to ascertain 
whether the employee is addicted to immorality, excessive drink- 
ing or gambling, and what is his standard of living. 


Investigation of Employer’s Record.—The employer’s rec- 
ord may be investigated concerning the following facts: 


1. The class of business he conducts. 

2. The type of auditing system that he employs. The audit- 
ing system should be one in which the same employee 
does not both handle cash and make entries on the books 
of account. The frequency of verification and checkup 
is important to prevent continued defalcation. 

3. Whether the employer rotates his employees, that is, 
changes their type of work. It is helpful to the surety 
companies, if he does so. 

4. Whether the employer gives his employees an annual va- 
cation. This practice is also helpful to the surety com- 
panies. If the employee has been dishonest, the fact is 
often discovered by the new employee who takes his 
place during the vacation period. 

5. Whether the employer pays his help a sufficient amount to 
meet the employee’s standard of living. 

6. Whether the employer pays his employees by salary or by 
commission. 

7. Whether the employer permits his employee to sign areas 
without a countersignature. 

8. Whether the employer requires branch managers to de- 
posit funds frequently and permits withdrawals only by 
check of the employer. 

9. Whether the employer knows of any previous defalcation 
by the employee. 
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Reasons for Rejection.—The bonding company judges each 
case separately. The usual reasons for rejection may be sum- 
marized as follows: 

1. The employee has proved to be dishonest in previous em- 
ployment. 
. The employee has shown an addiction to drink. 
. The employee is subject to excessive dissipation. 
. The employee has questionable associates. 
. The employee has a tendency for gambling. 
. The employee is heavily in debt or has been too extrava- 
gant in his spendings. 
7. The employee has not given satisfactory references or if 
he has, there has been received adverse information. 
8. The company finds that it cannot verify the application of 
the employee as to his previous career. 
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The surety company may be requested by the employer, the 
applicant, or the applicant’s friend to disclose the reasons for 
refusal to issue a bond. Since this information is confidential 
the reasons are rarely disclosed. The surety company should 
protect the one giving the information from the possibility of 
libel action. 

The surety company is sometimes requested to issue a bond 
without the knowledge of the employee. This undesirable prac- 
tice would remove one of the safeguards which the surety com- 
pany demands. If the employee knows that he has been bonded, 
he feels that he is under a double watch, the watch of the em- 
ployer and supervision of the surety company. 


Individual Fidelity Bond.—The company indemnifies the 
insured employer against any direct loss of money or other per- 
sonal property belonging to the insured or for which the in- 
sured is legally liable. The perils covered include larceny, em- 
bezzlement, forgery, misappropriation, wrongful abstraction, or 
any other dishonest or fraudulent act or acts committed by the 
particular employee. 


Limit oF Liapitiry.—The fidelity and surety bond is con- 
tinuous from its inception to its termination. The indemnity 
for separate periods, however, is not cumulative. If, by en- 
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dorsement, the indemnity for separate periods is changed to dif- 
ferent amounts, the maximum liability of the company for all 
defaults cannot exceed the largest amount of indemnity in force 
during any period in which defaults have occurred. Further- 
more, indemnity for one period is not available for defaults 
occurring within any other period. 


SALVAGE.—The company is liable for the net loss after de- 
ducting any money or credit due the employee by the insured. 
Recoveries made prior to payment of the loss are also de- 
ducted. If the insured’s net loss after these deductions exceeds 
the amount paid by the company, he is entitled until fully reim- 
bursed to all further recoveries less the expense of collection. 
This provision is also found in various fidelity bonds discussed 
in this chapter. 


Name Fidelity Schedule Bond.—The early practice of fidel- 
ity companies was to issue a separate bond on each employee. 
This method was cumbersome and expensive where numerous 
employees were engaged by one firm. To reduce clerical 
work on the part of the obligee and operating expense on the 
part of the company, a name schedule bond may be obtained 
covering all employees. This bond is similar to the individual 
bond, except a schedule is provided listing the name, positions, 
and location of each insured employee, the limit of coverage on 
each, and the premium charge. 


EXTENT OF CovERAGE.—The name schedule bond covers 
employees named in the schedule in the same manner that the 
individual fidelity bond covers the named employee. Additional 
employees may be covered by endorsement for the limit stated 
in the schedule or endorsement. The amount of insurance may 
likewise be changed by endorsement or by specifying a different 
amount in a new schedule, which is attached on each anniver- 
sary date. By endorsement, it is also possible to make changes 
between anniversary dates. 

The schedule bond usually provides for automatic coverage 
of a new employee who succeeds an employee previously covered 
for the same amount for a period of, for example, 90 days. 
Any new employee or an old employee not covered, upon taking 
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a newly created position is covered automatically for a like 
period. This provision is subject to an appropriate limit of 
coverage and is designed to cover employees even though there 
is delay in adding their names to the schedule. 


RestRICTED Bonp.—Certain classes of employees, such as 
rent collectors, are considered extra-hazardous. To insure these 
riskier groups, a restricted form is provided. Some features of 
this form, which may be either individual or schedule, may be 
summarized as follows: (1) coverage is against larceny and 
embezzlement; (2) in case of a loss in excess of the bond, there 
is a pro-rata division between the employer and the company 
of any salvage if recovered. 


Position Fidelity Bond.—The individual and schedule 
fidelity bonds are effective only when the name of the principal 
is stated in the bond or in a schedule attached to the bond. In 
many cases, this is ineffective as far as the obligee is concerned. 
If the firm is large it may be constantly taking on or promoting 
employees. There is a possibility that some of these employees 
may make defalcation before the surety company can be noti- 
fied concerning their bonding. To eliminate this difficulty, a 
position fidelity bond is issued to cover any occupant of the 
positions covered by the bond. Additional positions may be 
added on the anniversary date or by endorsement during the 
policy year. 

The position schedule bond may also provide automatic coy- 
erage for a period of, for example, 90 days in the case of em- 
ployees occupying newly created positions. 


PAYMENT oF Losses.—The amount of coverage on any po- 
sition is available throughout the policy period. Thus, if the 
company pays any loss on default of a person in a covered posi- 
tion, the same liability remains for prior or subsequent occu- 
pants of that position. 


Blanket Fidelity Bonds.—The individual bond or the 
schedule bond covers specifically named individuals. The posi- 
tion bond covers various individuals in specified positions, with- 
out naming the individuals. The blanket fidelity bonds cover 
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all bondable employees without naming the individuals or their 
position. 

Blanket fidelity bonds are issued in the three following 
forms: (a) primary commercial blanket bond, (b) excess com- 
mercial blanket bond, and (c) blanket position bond. 


Primary Commercial Blanket Bond.—Bondable employees 
are all natural persons in the regular service of the employer 
and whom he has the right to govern and direct at all times 
in their employment. Their compensation may be in the form 
of salaries, wages, commissions, or any combination thereof. 
Corporate directors who are not officers, however, are not cov- 
ered. Brokers, factors, commission merchants, consignees, con- 
tractors, and other agents or representatives of like nature are 
also excluded. 


Limir or Liasititry.—The primary commercial blanket 
bond is issued subject to a definite amount of liability. 

The surety is not liable for more than the amount stated 
in the bond for any one loss or series of losses caused by the 
dishonesty of one or a group of employees. Any sum paid in 
settlement of loss is deducted from the amount of the bond as 
of the date the surety is notified of the loss. Only the re- 
mainder is available for other losses whether occurring before 
or after that date. The sum deducted may be restored, however, 
as of that date by payment of an additional pro-rata premium 
for the period from the date of restoration to the end of the 
premium year. The restored amount then applies only to sub- 
sequent losses. 

The employer may relieve himself of the necessity of addi- 
tional premium after settlements by paying an extra premium 
in advance. For this consideration the bond will be amended 
so as to continue in force for the full amount to the end of the 
premium year, irrespective of loss settlement. 

If the employer states his intention to carry fidelity surety- 
ship on any of his employees and thereby receives a reduction 
in premium, then the company’s liability for any dishonest act 
by any employee will be only for so much of the loss as exceeds 
the amount of fidelity insurance for which credit was given by 
the company. 
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Excess Commercial Blanket Bond.—An employer who has 
bonded individual employees by various bonds for specific 
amounts, may desire to insure all his employees under a com- 
mercial blanket bond. In view of the fact that he has already 
bonded employees for individual amounts he may obtain an ex- 
cess commercial blanket bond. 

The excess commercial blanket bond indemnifies the em- 
ployer against that part of any and all direct losses which any 
one or more of the employees causes to the employer in excess 
of the amount or amounts covered under the primary fidelity 
suretyship. Covered losses are those committed by employees 
acting directly or in collusion with others, while the bond and 
specified primary fidelity suretyship are in force as to such em- 
ployees. 


EMPLOYEES CovERED.—Bondable employees under the ex- 
cess commercial blanket bond are subject to similar qualifica- 
tions and restrictions as the primary commercial blanket 
bond. On the effective date of the bond, the employees must be 
in the service of the employer and covered by name or position 
under the existing primary fidelity suretyship listed in the bond. 
Requirements may likewise be met if, at any time during the 
term of the bond, the employees are in the service of the em- 
ployer and covered by name or position under the primary fidel- 
ity suretyship or under additional primary fidelity suretyship 
taken after the excess commercial blanket bond in a company 
agreed upon in writing between the employer and the surety. 


Duties oF EmpLoyer.—The employer must throughout 
each year of the bond term carry under the primary fidelity 
suretyship not less than the amount agreed upon to be carried 
under the specific fidelity surety on each employee at the begin- 
ning of the year. 

In case a successor is named during any premium year for 
any employee, the insured must in the balance of the period 
carry under specific fidelity suretyship on the successor not less 
than the amount carried on the employee so succeeded. 

If during any premium year the employer covers, under the 
primary fidelity suretyship, any natural person but not as the 
successor of an employee, and desires that person to be covered 
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under the excess bond, the employer must carry under specific 
primary fidelity suretyship on that person throughout the re- 
mainder of the premium year not less than the amount agreed 
upon in writing between the employer and the surety. 

If the employer reduces the amount of the primary fidelity 
suretyship required by the bond to be carried on any employee, 
the surety is liable on account of loss caused by that employee, 
only in case such loss is in excess of the amount so required to 
be carried, and then for not more than such excess. 

If the employer increases the amount of primary fidelity 
suretyship required by the bond to be carried on any employee, 
the surety is liable on account of loss caused by that employee 
after the date of increase, only in case the loss is in excess of 
the increased amount, and then for not more than that excess. 


Liazitity Limirs.—If the specific primary fidelity surety- 
ship gives coverage or indemnity against losses caused by acts 
or defaults broader than larceny, theft, embezzlement, forgery, 
misappropriation, wrongful abstraction, willful misapplication, 
or other fraudulent or dishonest act, the excess commercial 
blanket bond covers only excess losses under the primary fidel- 
ity suretyship through larceny, theft, embezzlement, forgery, 
misappropriation, wrongful abstraction, willful application, or 
other fraudulent or dishonest acts. 

If the primary fidelity suretyship limits liability for loss to 
the loss of certain designated classes or kinds of property, then 
the excess commercial blanket bond provides coverage only in 
case of loss of such designated property, and then for not more 
than the excess. 


SETTLEMENT.—Any sum paid in settlement of any loss un- 
der the bond must be deducted from the amount of the bond. 
The provision governing the settlement of any loss and rein- 
statement of the amount is similar to that of the primary com- 
mercial blanket bond. 

If any reimbursement is obtained or recovery is made by the 
employer or the surety on account of any loss covered under the 
bond, the net amount of the reimbursement or recovery, after 
deducting the actual cost of obtaining or making the recovery 
or reimbursement, is applied to reimburse the employer in full 
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for that part of the loss in excess of the aggregate of the 
amounts of all bonds, insurance and indemnity covering the 
loss. 

ENDORSEMENT.—The bond may be endorsed to eliminate 
the requirement for an additional premium as in the case of the 
primary commercial blanket bond. 


Blanket Position Bond.—This bond is issued for a stipu- 
lated amount for the defalcation of any one employee. Em- 
ployees are defined as in the commercial blanket bond. 

The company will indemnify up to the specified amount for 
losses resulting from fraudulent or dishonest acts on the part 
of any employee of the insured. If, for example, the bond was 
written with a limit of $2,500 and the employer had 60 em- 
ployees, the potential liability of the company would be 60 X 
$2,500 or $150,000. 

In case a loss is alleged to have been caused by the fraud or 
dishonesty of one or more of the employees, and the insured is 
unable to designate the specific employee or employees caus- 
ing the loss, the company is nevertheless liable. The evidence 
submitted, however, must reasonably establish that the loss re- 
sulted from the aggregate fraud or dishonesty of one or more 
of the employees. The liability of the company for any such 
loss cannot exceed the amount of indemnity carried on any one 
of the employees. 


SALVAGE.—In the event a loss on account of any one em- 
ployee exceeds the indemnity on an employee, the underwriter 
is entitled to participate in any salvage or recovery only after 
the insured is fully reimbursed for the excess loss. 


Excess INDEMNITY ENDORSEMENT.—Since each employee 
under a blanket position bond is covered for the same amount 
up to the face amount of the bond, it may be necessary to cover 
employees in some positions for higher amounts. This may be 
done by the excess indemnity endorsement, which states the 
positions to be insured, the location and the total number of 
employees in each position and the amount of excess indemnity 
on each employee. 

The endorsement contains the following provisions: 
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1, The amount of excess indemnity on the employees per- 
forming the duties of the specific positions (which are covered 
by the bond) is the amount set opposite the names of those 
positions respectively in the endorsement. 

2. The liability of the company on account of any one em- 
ployee in any one or more of such positions (in the original or 
in an increased or decreased amount) cannot exceed the largest 
single amount of indemnity on any one position occupied by 
such employee. 

3. No excess losses are recoverable under the bond or en- 
dorsement unless caused by an employee who has been identi- 
fied as having caused such loss. 


2. Bankers’ and Brokers’ Blanket Bonds.—Analysis of 
fidelity bonds indicates that the company’s liability covers gen- 
eral dishonest acts of employees. Banks, brokers, and similar 
financial institutions may desire coverage in a single instru- 
ment against contingencies to which their businesses are pe- 
culiarly subject. These contingencies include losses resulting 
from robbery, burglary, larceny, hold-up, and forgery and may 
be covered by various forms of bankers’ and brokers’ blanket 
bonds. 


Bankers’ Blanket Bonds.—The various forms of bankers’ 
blanket bonds may cover the insured bank against loss of money 
or securities under the following circumstances subject to the 
limitation of the various special bond forms: 


1. Through dishonest act of any of their employees, when- 
ever committed, and whether committed directly or by 
collusion with others. 

2. Through robbery, burglary, theft, hold-up, destruction, 
misplacement, or mysterious unexplained disappearance 
while the property is within any of the offices covered 
under the bond, whether accomplished by or without 
violence, and with or without negligence on the part of 
any of the employees. 

3. Through robbery, hold-up, or theft, misplacement or mys- 
terious disappearance by any person while the property 
is in transit and in the custody of any of the employees, or 
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through negligence on the part of the employees having 
custody of the property while in transit. 
4. Through forgery. 


Brokers’ Blanket Bond.—Brokers’ blanket bonds are in- 
tended to meet the needs of brokers in the same way as bankers’ 
blanket bonds serve banks and other financial institutions. 
Losses may be covered similarly as in the bankers’ blanket 
bonds. Coverage may include loss resulting from fraudulent 
trading in the insured’s name or customer’s name whether the 
account is genuine or fictitious. 


3. Forgery Bonds.—The use of commercial instruments 
such as checks and notes has tempted people to forge signatures 
of others and thereby obtain money unlawfully. This may cause 
a loss to the one whose signature has been forged or to a bank 
or an innocent third party. To protect against the hazard, forg- 
ery bonds were introduced, guaranteeing the reimbursement of 
loss caused by the forgery of the maker’s name or payee’s name 
as endorsed, or the raising or the altering of any negotiable 
paper which was supposed to have been issued by the insured. 
Possible losses from forgery are easily demonstrated by: 


1. The increasing use of negotiable instruments, particularly 
the bank check, increases the danger and volume of forgery 
losses. 

2. If a forged instrument is presented to a bank and is paid 
by the bank, it does not necessarily follow that the bank is liable 
for the loss. Facts may be adduced indicating that the forgery 
loss results from negligence on the part of the depositor. In 
order to determine the liability of the bank, a lawsuit is neces- 
sary, involving expenses and the possibility of judgment being 
rendered against the depositor. 

3. A number of check writing devices to prevent alteration 
have been introduced, such as machines for indenting typewrit- 
ten words and figures on the checks. Special paper and acid 
proof inks are commonly used. Despite these devices, alteration 
continues, though an expert is required to effect the alteration. 

Protection against losses from forgery is achieved by the use 
of various forgery bonds, 
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The following forgery bonds will be discussed: (a) deposi- 
tors’ and commercial forgery bonds, (b) bankers’ blanket forg- 
ery and alteration bond, and (c) family forgery bond. 


Depositors’ and Commercial Forgery Bond.—The deposi- 
tors’ and commercial forgery bond provides two coverages. The 
depositors’ section protects the insured against loss on account 
of his own outgoing commercial instruments. The second or 
commercial section covers the insured against loss resulting 
from the acceptance of commercial instruments issued by others. 
This bond is issued to investment banking firms, stock brokers, 
and corporations, partnerships or individuals engaged in com- 
merce. 


CovERAGE UNDER DeEposiTors’ Section.—The insured is 
protected against loss resulting from forgery or alteration of 
checks, drafts, promissory notes, bills of exchange and other 
written orders or promises to pay drawn by, on, or as a direc- 
tion to the insured. Similar coverage applies when these instru- 
ments are purported to have been drawn by on or at the order of 
an authorized representative of the insured. 

Coverage also extends to checks and drafts drawn in the 
name of the insured, when payable to a fictitious payee and en- 
dorsed in the name of the fictitious payee. This is true whether 
or not this endorsement constitutes a forgery under the laws 
governing the transaction. 

Furthermore, the company is liable for loss on any check or 
draft provided in a face-to-face transaction with the insured by 
an impersonator, drawn payable to the person impersonated and 
endorsed by anyone other than the latter. This is true irrespec- 
tive of the laws governing forgery. 

In addition to these coverages, the company will indemnify 
any bank in which the insured carries a checking or savings ac- 
count against forgery or alteration of instruments paid or 
cashed by the bank. Such losses are covered, however, only 
under the following conditions: (1) The insured is entitled 
to priority of payment over losses sustained by the bank. (2) 
The company’s liability to the bank for such losses is deemed a 
part of and not in addition to the liability as set forth in the 
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depositors’ section of the policy. (3) Losses whether sustained 
by the insured or by the bank are paid directly to the insured in 
his own name. 

In the event that the surety consents to the defense of any 
suit brought against the insured or the bank on account of re- 
fusal to pay allegedly forged or altered instruments, legal ex- 
penses incurred by the insured or bank will be construed as part 
of the company’s liability but not as an addition thereto. 


CovERAGE UNDER COMMERCIAL SECTION.—The surety is 
liable on account of forged or altered instruments purporting to 
have been made or drawn by an existing person, firm, corpora- 
tion, or public body received by the insured for personal prop- 
erty sold or services rendered. This liability is limited to 75% 
of the insured’s interest in these instruments. The insured’s in- 
terest is determined by the following: (1) the amount purport- 
ing to have been paid to the insured for personal property sold 
or services rendered; (2) the amount of cash delivered against 
such instruments over and above the amount paid for personal 
property or services. 


ExcLusions.—The bond does not cover losses resulting 
from forgery or alteration of the following instruments: 

1. Registered or coupon obligations purporting to have been 
issued by the insured, or any coupons attached or de- 
tached therefrom. 

2. Travelers’ checks in whatever form drawn. 

3. Cablegrams, telegrams, radiograms, and similar instru- 
ments. 

4. An instrument drawn with a lead pencil, other than an 
indelible pencil. 

5. Any instrument received by insured in purported payment 
for property sold and delivered on credit. 


SALVAGE Provision.—lf the insured or bank suffers a loss 
in excess of the amount receivable under the depositors’ section 
of the bond, any salvage less collection expense belongs to the 
insured or bank to the extent of the excess. The balance, if any, 
goes to the surety. 

When the insured suffers a loss under the commercial sec- 
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tion of the bond, any salvage, less collection expense, is divided 
between the insured and surety in such proportion that the 
company’s net loss after deducting salvage will be 75% of the 
total loss. 


ENDORSEMENTS.—The special requirements of stock brok- 
ers, investment banking houses, and grain dealers are met by 
endorsements. 


STocK BRoKERS AND INVESTMENT BANKERS.—A rider 
attached to the bond when issued to stock brokers and invest- 
ment banking houses extends the coverage for the commercial 
section of the forgery bond to include loss on account of the 
forgery or alteration of checks and drafts drawn or purported 
to have been drawn by an existing person, firm, corporation or 
public body for the following purposes: (1) collateral security, 
(2) maintenance of margin account or credit balance and (3) 
exchange for collateral surrendered. 

The surety’s liability in no event exceeds the amount of such 
forged instruments, the amount of insurance carried on the 
office, or the value of collateral surrendered whichever is the 
smallest. The value of collateral is determined by its closing 
market price on the day next preceding discovery of the loss. 


GraIn DEALERS.—When the depositors’ and commercial 
forgery bond is written for grain companies, losses resulting 
from forgery of grain tickets, bin tickets, scale tickets or similar 
instruments issued by the insured may be covered by endorse- 
ment. The endorsement provides that there is no lability for 
alteration of any instrument drawn with a lead pencil, other 
than an indelible lead pencil, excepting grain tickets, bin tickets, 
scale tickets, and similar instruments. 

Bankers’ Blanket Forgery and Alteration Bond.—This 
bond is available for banks and provides coverage similar to the 
commercial coverage of the depositors’ and commercial forgery 
bond in connection with the payment of commercial instruments 
of others than the bank which is the insured. 

The bond protects the bank against loss through payment: 

1. Of any check, certified check, or draft drawn upon the in- 
sured, upon which there had been forged, as the drawer or 
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maker thereof, the signature of a depositor of the insured or 
that of any person whose signature such depositor has in- 
structed the insured to recognize as that of the depositor. 

2. Of any check, certified check or draft drawn upon the in- 
sured by a depositor which had been raised or otherwise altered, 
or upon which the signature of any endorser had been forged. 

3. Of any promissory note, accepted draft, and domestic 
trade or bankers’ acceptance which is actually paid by the in- 
sured out of funds on deposit to the credit of the principal 
debtor, and upon which there had been forged, as the drawer, 
maker or acceptor, the signature of the depositor of the in- 
sured or that of any person whose signature the depositor has 
instructed the insured to recognize as that of such depositor. 

4. Of any promissory note, accepted draft and domestic 
trade or bankers’ acceptance which has been raised or otherwise 
altered or upon which the signature of an endorser has been 
forged. 

5. Of any certificate of deposit, draft, or bankers’ acceptance 
purporting to have been issued, accepted or made by the insured, 
upon which there had been forged the signature of any person 
duly authorized to sign certificates of deposit or to accept drafts 
or make acceptances for the insured. 

6. Of any certificate of deposit, draft, or bankers’ acceptance 
issued, accepted, or made by the insured which had been raised 
or otherwise altered, or upon which the signature of any en- 
dorser had been forged. 


The bond also covers losses for the following : 


1. Cashing at or through any of its offices covered under the 
bond, of any check or draft drawn upon any bank which bears 
the forged signature of any depositor of the insured as en- 
dorser. 

2. Payment by the insured, or its depository of any check or 
drafts drawn by the insured upon itself or its depository, which 
had been raised or otherwise altered, or upon which the signa- 
ture of an endorser had been forged; or upon which there had 
been forged the signature of any person duly authorized to sign 
checks and drafts for the insured. 
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LiaBiLity Limirs.—The company is liable under the bond 
for loss on account of any instrument covered under the bond 
only in case such loss is in excess of a specifically stated amount 
after deducting all recoveries, and then for not more than the 
excess. 


Exc.Lusions.—The bankers’ blanket forgery and alteration 
bond does not cover losses occurring under the following cir- 
cumstances : 


1. Paying, cashing or extending credit upon the faith of 
travelers’ checks in whatsoever form drawn. 

2. Any loss in connection with any savings accounts. 

3. Forging, raising, or altering any instrument with the con- 
nivance or collusion of any of the directors, whether the 
loss is sustained by the insured or depository. 

4. Raising or altering of any instruments if drawn with a 
lead pencil other than an indelible lead pencil. 


ENDORSEMENT.—By endorsement the bankers’ forgery and 
alteration bond may be extended to cover forgery and alteration 
losses in connection with the following: 

1. Savings accounts. 

2. Checks or drafts purporting to have been certified by the 
insured. 

3. Return of United States securities upon surrendering to 
the bank a receipt or certificate of deposit issued by the 
insured. 

4, Delivery of any instrument covered in an interim receipt 
issued by the insured. 


As a result of this endorsement, the blanket forgery and al- 
teration bond in effect provides wide coverage for the bank’s 
own commercial instruments as well as those of others. 


Family Forgery Bond.—The family forgery bond is de- 
signed to protect the named insured and his wife and children 
residing permanently with him at his specified address. The 
bond affords coverage essentially of the insured’s personal 
affairs. 

As in other forgery coverages, the family forgery bond pro- 


470 INSURANCE 


tects the insured against loss resulting from the forgery or al- 
teration of any instrument drawn or made or purporting to 
have been drawn or made by or upon the insured or by the in- 
sured’s agent. This coverage includes checks payable to and en- 
dorsed by fictitious payees, whether or not the endorsement 
constitutes forgery under the governing law. Checks procured 
in face-to-face transactions with the insured by those impersonat- 
ing others and wrongfully endorsed are likewise covered. 

The bond also covers the giving of values and extensions of 
credit in good faith for stock certificates and negotiable instru- 
ments which are forged, counterfeited, raised, otherwise altered, 
lost, or stolen. Instruments acquired under forged, raised, al- 
tered, or lost transfers, assignments, bills of sale, guarantees, or 
endorsements are likewise covered. 

A third coverage is provided for the acceptance in good faith 
of counterfeit United States paper currency. The company’s 
liability is here limited to $50 for counterfeit money accepted 
in one transaction. The aggregate limit is $100. 


Exctusions.—The family forgery bond does not cover the 
alteration of bonds which have been drawn up with a lead pen- 
cil, other than an indelible lead pencil. Losses resulting from the 
dishonesty of any insured or incurred in connection with the in- 
sured’s business are likewise excluded. While the family forgery 
bond is limited to the family affairs of the insured, it does cover 
acts of natural guardianship. 


4. Fraud Bonds.—This group of bonds is designed to pro- 
tect retail merchants against forgery losses and other specified 
hazards subject to a limit for each hazard. 

The various bonds will be considered under the following 
classifications: (a) single fraud bonds, (b) single merchants’ 
protective bonds, and (c) crime protective bonds. 


Single Fraud Bond.—One type of single fraud bond pro- 
vides $1,000 liability for the following coverages: 


1. Larceny and embezzlement coverage indemnifies the in- 
sured for loss of money, merchandise and personal property, 
owned by the insured, occurring upon the premises, occasioned 
by larceny or embezzlement committed by any of the insured’s 
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employees, identified by name as responsible for the loss, the 
aggregate liability for all losses not to exceed $100. 

2. Robber within premises coverage indemnifies the insured 
for loss of money, merchandise and personal property, owned 
by the insured, occasioned by robbery from the insured, or from 
an employee, occurring upon and while the premises are open 
for business. The aggregate liability for all such losses is lim- 
ited to $150. 

3. Robbery outside premises coverage indemnifies the in- 
sured for loss of money, merchandise, and personal property, 
owned by the insured, occasioned by robbery from the insured, 
or from any employee, while engaged in the ordinary course of 
the insured’s business outside of the premises but within the 
United States or Canada. The aggregate liability for all such 
losses is limited to $150. 

4. Safe burglary coverage indemnifies the insured for loss 
of money, merchandise and personal property, owned by the 
insured, occasioned by felonious abstraction of such property 
from within a safe in the premises, or while located elsewhere 
after removal by burglars, by any one making felonious entry 
into the safe when its doors are duly closed and locked by at 
least one combination or time lock. The entry must have been 
made by actual force and violence of which there are visible 
marks made by tools, electricity, explosives, gas or other chem- 
icals upon the exterior of all of the doors, if entry is made 
through such doors, or otherwise upon the exterior of the top, 
bottom or walls of the safe. 

Safe burglary coverage also includes any damage to safe by 
forcible opening, or attempted opening. The aggregate liability 
for safe burglary coverage is limited to $150. 

5. Counterfeit paper currency coverage indemnifies the in- 
sured for loss through the acceptance in good faith in the regu- 
lar course of business by the insured or by an employee, of 
counterfeit United States paper currency. The liability for 
counterfeit United States paper currency is limited to 50% of 
the face amount thereof and in the aggregate cannot exceed 
$100. 


6. Kidnapping coverage indemnifies the insured for loss of 
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money, merchandise and personal property, owned by the in- 
sured in the event that the insured, or an employee, while out- 
side the premises and after the premises are closed for business, 
is compelled under threat of violence, to return and admit others 
to the premises. The kidnapping coverage also applies when the 
insured or his employee is forced, while detained forcibly else- 
where, to furnish information for or means of gaining admit- 
tance to the premises. The surety is liable provided the loss is 
occasioned by the stealing of such property from within the 
premises before being opened on the next succeeding business 
day for the regular transaction of business. The aggregate lia- 
bility for kidnapping coverage is $100. 

7. Incoming check coverage indemnifies the insured for 50% 
of any loss through exchanging, in good faith, merchandise, 
service, or money for the following checks and drafts, which are 
not paid upon presentation: 

(a) Any check drawn, or purporting to have been drawn, on 
a bank located in a town or city within 50 miles of the 
town or city in which the premises are located. 

(b) Any draft drawn, or purporting to have been drawn, 
upon itself by a firm or corporation located in a town 
or city within 50 miles of the town or city in which 
the premises are located. 

(c) Any draft drawn, or purporting to have been drawn, by 
a public body upon itself. 


The incoming check coverage excludes post-dated checks, 
checks and drafts cashed as an accommodation or given in pay- 
ment of open acounts or pre-existing indebtedness, travelers’ 
checks in whatsoever form drawn, and post office and express 
money orders. The liability on any one check or draft is limited 
to $50 and the aggregate liability for all losses under this cover- 
age does not exceed $100. 

8. Post office and express money order coverage indemnifies 
the insured for loss through exchanging, in good faith, mer- 
chandise, services, or money, for any post office money order or 
express money order, issued or purporting to have been issued 
within the United States or Canada by any post office or express 
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company, if such money order be not paid upon presentation. 
The liability on any one money order is limited to $50 and the 
aggregate liability for all losses under this coverage to $100. 


REWwarD CLause.—A reward of $50 will be paid to any per- 
sons, except the insured and his officers or partners, for the cap- 
ture, or for information resulting in the arrest, of persons sub- 
sequently convicted of committing or attempting to commit 
either burglary or robbery upon the premises, during the term 
of the bond. Not more than one reward will be paid on account 
of all such crimes committed during the term of the bond. The 
surety’s decision as to persons entitled to any reward is final. 


Single Merchants’ Protective Bond.—This bond provides 
$1,000 liability and contains the same provisions as the single 
fraud bond respecting coverage for larceny and embezzlement, 
robbery within premises, robbery outside premises, safe bur- 
glary, counterfeit paper currency, and kidnapping. For each of 
these six individual coverages, however, a limit of $100 is set. 


ADDITIONAL COVERAGE Provistion.—The surety assumes 
liability up to a limit of $100 for all damage to the insured’s 
merchandise and fixtures caused by felonious opening or at- 
tempted opening of any safe by means of explosives of which 
there are visible marks. Fire loss, however, is excluded. 

A second additional liability assumed by the surety is for 
damage to doors, locks, metal screening or bars caused by actual 
or attempted forcible entry into the premises while not open for 
business. The aggregate liability limit for this coverage is $100. 

A third coverage is for damage to cash registers owned by 
the insured occurring under the circumstances as in the previous 
two coverages. Here again the liability limit is $100. 


Rewarpv.—As in the fraud bond, there is a provision for a 
reward of $50 for burglary and robbery convictions. No more 
than two rewards will be paid for crimes committed on any 
calendar day and not more than $100 during the policy term. 


Crime Protective Bond.—The crime protective bond re- 
sembles the single fraud and single merchants’ protective bonds. 
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A total coverage of $3,000 is provided, including the following 
individual coverages : 


Type Aggregate 
Larceny and embezzlement.................. $200 
Robbery; withim premiisesaa-yaterrterrterreret 300 
Robbery outside premisesan.... oil le 300 
Safe’ burglary Secure cetecnst ke heen teat oe reeeeteon 300 
Post office and express money orders.......... 300 
Countetiete paper currency nee ee 250 
Kidnappine (coverageuarisecieren terri ickersnrenetone 250 
Incoming checkea: sane sels ietucuemeleha siiaree tars 250 


The limit per post office or express money order is $100. 
The same limit applies for any one incoming check. The com- 
pany’s liability for checks is further limited to 50% of the face 
amount and such checks must be drawn on banks within a 100- 
mile radius from the city or town in which the premises are 
located. 

The crime protection bond also includes the following cov- 
erages found in the merchants’ protective bond, but with higher 
liability limits : 


Type Aggregate 
Merchandiserand) fixtures ee ere ee eerie $250 
Doors bars candasctech cee te emer teas 200 
Cashtrevisterss 320 facimtantcre. tena ere 200 


REWARD CLAusE.—The $50 reward clause found in the 
fraud bond also appears in the crime protective bond. Only one 
reward, however, will be paid for convictions of crimes occur- 
ring during one day and not more than $200 for the entire 
policy period. 


5. Contract Bonds.—The various types of bonds in this 
group are essentially financial guarantees. They may be used to 
guarantee the price stipulated for construction work or sup- 
plies. The bonds may also be used to guarantee payment for 
labor and material. Included in this group are construction and 
supply bonds. Lost instrument bonds will also be discussed. 


Construction and Supply Bonds.—The following bonds are 
included in this group: (a) completion bond, (b) proposal bond, 
and (c) supply bond. 
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Contract Bonp.—A completion bond is usually given in 
connection with construction work for a governmental body and 
by direction of statute. Whenever a public building is to be con- 
structed, the practice is to advertise for bids. In some cases, the 
bid must be accompanied by a bond which is known as the pro- 
posal bond, guaranteeing that the bidder will perform the con- 
tract in case his bid is accepted. After bids are opened and the 
successful bidder is announced he must file a completion bond. 
In case of default the surety will pay to the obligee the differ- 
ence in money between the amount of the bid of the principal 
and the amount for which the obligee may legally contract with 
another party to perform the work if the latter amount be in 
excess of the former. 

The completion bond issued by a surety company is a guar- 
antee that the successful bidder will complete the contract in ac- 
cordance with the plans and specifications and for the price 
mentioned. 


ProposaL Bonp.—An example of the proposal bond is the 
federal government bond designated as the Bid Bond-Construc- 
tion or Supply-Standard Government Form, which provides 
that the principal has submitted the bond as of a specified date 
and that the obligation to pay the penal sum is void under the 
following circumstances : 


1. If the principal does not withdraw the specified bid within 
the period specified after the opening of the bid; or if no period 
is specified, within 60 days after the opening of the bid, and 
if, within the period specified or, if no period is specified, 
within 10 days after the prescribed forms are presented to him 
for signature, enters into a written contract with the govern- 
ment, in*accordance with the bid as accepted, and if the 
principal gives bond, as may be required, for the faithful per- 
formance and proper fulfillment of the contract. 

2. Or in the event of the withdrawal of the bid within the 
period specified, or in the event of the failure to enter into the 
contract and give such bond within the specified time, if the 
principal pays the government the difference between the 
amount specified in the bid and the amount for which the gov- 
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ernment may procure the required work or supplies, if the latter 
amount is in excess of the former. 

Two completion bonds required by the government will be 
described in illustration of construction or supply bonds. 


FEDERAL PERFORMANCE, CONSTRUCTION, OR SUPPLY BOND. 
—Attached to the bond is a contract which the principal has 
made with the government as of a specific date. Under the 
bond, the surety is liable, unless the principal performs all the 
following : 


1. Terms, conditions, and agreements of the contract during 
the original term of the contract and any extensions of it that 
may be granted by the government, with or without notice to the 
surety, and during the life of any guarantee required under the 
contract. 

2. Terms, conditions, and agreements of any authorized 
modification of the contract that may later be made, notice of 
which modifications to the surety is waived by the bond. 


FEDERAL PAYMENT ConstTRuUCTION Bonp.—This bond is 
designed to protect persons supplying labor and materials. Un- 
der the bond, the surety is liable unless the principal promptly 
makes payment to all persons supplying labor or material as 
provided in the contract or in any modified agreement. Notice 
or modification to the surety is waived in the bond. 


ANNUAL GUARANTEE Bonp.—A special form of the supply 
bond is the annual guarantee bond. The practice of govern- 
mental bodies is to demand a bond where a business concern 
sells commodities constantly to the government. The bond 
guarantees that such goods will be delivered at the price men- 
tioned in the contract. This form of bond is issued to those 
equipped to sell to the government particular supplies bid. An 
example of this bond is the Annual Guarantee Bond required by 
the State of New York. 


ANNUAL GUARANTEE BoND—STATE OF NEW YorK— 
EXECUTIVE DEPARTMENT—DIVISION OF STANDARDS AND 
PurRcHASE.—This bond is used when a bidder contemplates 
making proposals and accepting awards as made from time to 
time for furnishing supplies for the use of the State of New 


FIDELITY AND SURETY BONDS 477 


York for which the Superintendent of Standards and Purchase 
may, by advertisement, in accordance with law, invite proposals 
and award contracts. It is felt desirable in the interests of both 
the state and the bidder that all such proposals and subsequent 
awards be covered by an annual guarantee instead of a sepa- 
rate proposal and a separate guarantee for each award. 


CovEeraGE.—In the case of every proposal made by the 
bidder, and accepted by the Superintendent of Standards and 
Purchase during the fiscal year ending on a specific date, the 
bidder agrees, if and when required, to enter into a formal 
contract with additional security for the full performance of the 
contract. If formal contract and additional security are not re- 
quired, the bidder agrees, if required, to furnish such supplies, 
and faithfully fulfill the obligations of his proposal as accepted. 

Should the bidder fail to enter into the formal contract, if 
required, or to furnish supplies without formal contract, if so 
directed by the Superintendent of Standards and Purchase, the 
surety guarantees to make good the excess price which the state 
may have to pay for supplies when bought in the open market 
or by contract with some other person. 

The surety’s total liability under this guaranty, however, is 
limited to a stated penal sum. 


Lost or Destroyed Instruments Bond.—When checks and 
negotiable instruments are lost, the maker is naturally reluctant 
to issue a duplicate, for fear the original may be found and both 
cashed or collected. To protect against duplicate payment of set- 
tlement with the wrong party, a lost instrument bond may be 
obtained from a surety company. 


Bonp Provisions.—This bond contains the following: 

1. Representation of principal that he owns the missing se- 
curities. 

2. Request of principal to the obligee for the issuance of 
duplicate instruments or for credit to the principal’s 
account of the face amount involved. 

3. Compliance of obligee or obligee’s willingness to comply. 

4, The surety’s agreement to be liable unless the principal 
or any of his legal representatives, heirs, successors, or 
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assigns come into possession of the original securities. 
In that event, delivery of the original instruments to the 
obligee releases the surety from liability. 

5. The surety’s further agreement to indemnify the obligee 
against any valid or groundless claims or action and 
against any losses or expenses by reason of the mislaid 
securities or because of the issuance of duplicate instru- 
ments or crediting of the face amount of the originals. 


LIABILITY OF SuRETY.—The surety assumes these liabilities, 
irrespective of inadvertence, accident, oversight, or neglect 
of the obligee or of any of his officers, agents, or employees. 
Similarly, omission or failure of the obligee to contest the right 
of any applicant to receive payment, credit transfer, or de- 
livery of the original or duplicate instrument does not release 
the company from liability. 


6. License and Permit Bonds.—The various subdivisions 
of the government—federal, state, and local—have enacted laws 
to regulate certain types of business. The federal government, 
for example, imposes a tax on the importation of goods. An 
example of state regulation is the commission merchants’ bond 
required by New York State. The plumbers’ and auctioneers’ 
bonds required by New York City are illustrative of the license 
and permit bonds required by cities. 


Federal Permit Bond—Temporary Importation Bond.— 
In many instances a business may become liable for certain 
taxes such as custom taxes. The principal may desire to import 
certain goods temporarily and not for use in the United States. 
Permission to take goods without paying custom tax will be 
granted provided a bond is given to the federal government 


guaranteeing that the importer will observe the various federal 
requirements. 


State License Bond—Commission Merchants’ Bond.— 
This bond is needed when the principal has applied or is about to 
apply to the State Commissioner of Agriculture and Markets 
for a license to engage in the business of receiving farm prod- 
ucts for sale on a commission basis. 
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Under this bond, the surety is liable unless the principal per- 
forms the following: (1) faithfully complies with the provi- 
sions of the Agriculture and Markets Law; (2) honestly ac- 
counts to consigners for all farm products received for sale on 
commission; (3) promptly pays all amounts becoming due for 
farm products received for sale on commission. 


Local License and Permit Bonds.—As illustrations of the 
license and permit bonds required by New York City, the 
plumbers’ and auctioneers’ bonds will be briefly considered. 


PLUMBERS’ Bonp.—This bond is used when the principal is 
to be permitted to make any excavations, opening or disturbance 
to the pavement or sidewalk in public places for the purpose of 
making necessary changes in connection with surface or sub- 
surface structures, pipes, sewers, or for any other purpose. The 
surety is liable unless the principal carries out the following: 


1. Pays the city for the cost of repairs to pavement required 
by reasons of excavations or other disturbances to pave- 
ments as well as the cost of inspection of the work per- 
formed by the principal. 

2. Complies with all ordinances relating to opening and ex- 
cavating or otherwise disturbing pavements or in streets 
or in other public places. 

3. Saves harmless and indemnifies the city from all claims for 
damages for injury to persons and property arising out of 
any act or omission of the principal or his agents per- 
forming any work or delivering any materials. 

4. Properly refills and rams the earth, removes and restores to 
the satisfaction of the city the pavement removed or 
disturbed and repaves the same should the pavement, 
sidewalk, or curb settle or become out of order within 
six months after date of restoration of pavement. 

5. Indemnifies the city for all costs and counsel fees and dam- 
ages for accidents arising out of the acts or omissions 
of the principal. 


AUCTIONEERS’ Bonp.—This bond is used in connection with 


the principal’s application to the City of New York for a license 
to engage in the business and occupation of an auctioneer. 
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The surety is liable for the penal sum unless the bonded per- 
son and all persons in his employ comply fully with the terms, 
covenants, and conditions granted by the license, properly carry 
on the business of auctioneer, and observe all state and local 
city laws, ordinances, and resolutions of the Municipal Assem- 
bly of the City of New York, in full force or which may be 
adopted during the period of the bond. 


7. Public Official Bonds.—When a citizen is elected to of- 
fice, he may have occasion either to handle money which he may 
convert to his own use or to perform services which, if improp- 
erly performed, may cause monetary loss to a governmental 
body. To protect the governmental body a bond is required 
guaranteeing his faithful performance of all duties. These 
bonds are given by the surety company. The factors that the 
companies consider in determining the desirability of the risk 
are the following: (1) honesty of the official elected, his busi- 
ness experience, and financial standing; (2) whether the official 
can sign checks alone or with a countersignature; (3) methods 
of auditing the accounts. 

In some states the law may permit the official to obtain the 
bond from private individuals. These individuals, in turn, may 
obtain a reindemnifying bond from a surety company. Gener- 
ally, these reindemnifying bonds are more favorable than a bond 
given directly for the officer. The surety company, however, 
may limit its liability when issuing such a bond. 

Types of public official bonds are: treasurers’ bond, tax col- 
lectors’ bonds, and federal officials’ bond. 


Treasurers’ Bond.—In some localities, the treasurer may 
hold two positions. This presents a special danger in view of 
the inadequate accounting control. 


Tax Collectors’ Bond.—In some jurisdictions, a tax collec- 
tor may be responsible for all the taxes, although all taxes have 
not been collected. Generally, a tax collector works without very 
much supervision and, therefore, the risk is very hazardous. 


Federal Officials’ Bond.—These bonds are issued for em- 
ployees of the federal government who have occasion to handle 
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money. As a group, they are very desirable risks for the follow- 
ing reasons: (1) the government makes frequent audits of 
moneys collected; (2) the activities of the Secret Service are 
an incentive to honesty on the part of the federal employees so 
employed. 


8. Court Fiduciary Bonds.—To protect assets of estates 
which come within the jurisdiction of a court, the fiduciary ap- 
pointed to administer the estate is required to give a court 
(fiduciary) bond. The fiduciary is liable for any misfeasance 
resulting in a monetary loss to the estate. There are two types 
of fiduciaries: (a) fiduciaries who merely liquidate the trust 
estate—this type includes executors and administrators of es- 
tates, receivers, and trustees in bankruptcy; and (b) fiduciaries 
who preserve and invest assets of the estate—this class includes 
guardians of minors, committees for incompetent persons, and 
trustees appointed under a will or deed of trust. 


EssENTIAL CONSIDERATIONS.—The following factors are 
considered in issuing fiduciary bonds: 


1. The fiduciary’s character and financial ability and the ques- 
tion of his indebtedness to the estate. 

2. The reputation of the fiduciary’s attorney, which assists 
the company in determining the character of the fidu- 
Clary. 

3. Whether or not the fiduciary is required to continue the 
conduct of a business. 


4, Joint control of assets with the fiduciary. To protect them- 
selves properly, the surety companies may demand joint 
control in most cases. In effect, it prevents any possi- 
bility of material loss to the estate. Incidentally, joint 
control benefits the heirs and the fiduciary. In order to 
avoid delay in the handling of minor matters, the surety 
company will permit the fiduciary to control a small 
amount of money without any joint supervision. 


9. Court (Guarantee) Bonds.—There are many circum- 
stances under which a plaintiff or a defendant in an action de- 
mands a privilege which may result in a monetary loss to the 
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opposing party. Such circumstances may be illustrated both by 
plaintiff and defendant actions. 

A plaintiff may go to court and obtain in connection with 
various actions: (1) an injunction forbidding a defendant to do 
a certain act or to manufacture a certain article; (2) an attach- 
ment of the defendant’s property when the defendant is not 
within the jurisdiction; (3) a replevin of goods which he claims 
belong to him; (4) an appeal from court decision rendering a 
judgment against him. 

The defendant may go to court and obtain in connection with 
various actions: (1) an order to dissolve an injunction obtained 
by the plaintiff ; (2) an order to discharge an attachment against 
his property; (3) an order to discharge a replevin against his 
property; (4) appeal from court decision rendering judgment 
against him. 

To guard against improper use of the courts and to protect 
the opposing party, the law demands that a bond be given before 
such an action may be initiated. Generally, the company will 
issue plaintiff’s bonds more readily than defendant’s bonds. The 
company’s liability if a plaintiff loses is usually limited to court 
costs. However, if the defendant loses, the company may be re- 
quired to pay a substantial judgment. The probable liability of 
the surety company is therefore less when issuing a plaintiffs’ 
bond than a defendants’ bond. In view of this great hazard of 
defendants’ bonds, collateral is demanded much more frequently 
in connection with such bonds. 

Although the primary purpose of the court guarantee bond 
is to prevent delay and abuse in connection with legal rights, 
the use of these bonds has been increased because of their su- 
periority over depositing money in the courts. Money deposited 
in the courts earns a low rate of interest and some difficulty 
may be encountered in obtaining its return, if the case is decided 
in the favor of the applicant. These limitations are avoided by 
use of court guarantee bonds. 


CLASSIFICATION OF CoURT GUARANTEE Bonps.—Common 
types of court guarantee bonds that will be briefly analyzed are: 
(a) order of arrest bond, (b) bail bond, (c) security for costs 
bond, (d) stipulation for value bond, (e) petitioning creditors’ 
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bond, (f) sheriffs’ indemnity bond, (g) bond to discharge 
mechanic’s lien, and (h) appeal bond. 


Order of Arrest Bond.—To obtain an order of arrest which 
otherwise would not be issued, the plaintiff must first furnish a 
bond guaranteeing court costs and damages sustained by the 
defendant. 


Bail Bond.—Persons who have been arrested and duly ad- 
mitted to bail may be released upon deposit of a bond with the 
court. The bond guarantees the following: (1) the defendant 
will appear and answer the charge in whatever court it may be 
prosecuted ; (2) he will at all times render himself amenable to 
the orders and process of the court; (3) if convicted, he will 
appear for judgment and render himself in execution thereof ; 
(4) if he fails to perform any of these conditions the surety 
will pay the sum fixed by the court. 

Surety companies will usually not issue bail bonds for per- 
sons who have committed violent crimes or who are repeated 
offenders. 


Security for Costs Bond.—In some cases a defendant has 
the right to require the plaintiff to furnish security for the pay- 
ment of all costs that may be awarded by the court against the 
plaintiff. The plaintiff generally files in court a bond securing 
these costs. 


Stipulation for Value Bond.—Where a libel has been filed 
against a ship, making it subject to seizure and putting it in 
custody of a marshal, the owner may file a bond releasing the 
vessel. This bond guarantees, if the libellant recover, the pay- 
ment of any judgment plus interest and costs. 


Petitioning Creditors’ Bond.—Where a petition is filed for 
a bankruptcy adjudication and where an application has been 
made for the appointment of a receiver, the petitioners must file 
a bond. The bond guarantees that if the petition is dismissed, 
the alleged bankrupt will be paid all expenses, costs and dam- 
ages. 

Sheriff’s Indemnity Bond.—A sheriff undertaking a doubt- 
ful seizure of property may require an indemnity bond from the 
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persons requesting seizure of the property, so that he may fully 
protect himself. 


Bond to Discharge Mechanic’s Lien.—A contractor or sub- 
contractor to protect himself may place a lien against property 
for work and materials which have not been paid when due. 
When a mechanic’s lien is filed, the owner of the building or 
the contractor discharging the mechanic’s lien customarily files 
a bond for an amount sufficient to cover work and materials 
claimed to be unpaid and incidental costs. 


Appeal Bond.—When a judgment is rendered against one 
of the parties to a civil action, before the right to appeal is 
granted, the court will demand security for the judgment and 
costs to stay execution. This is usually accomplished by filing an 
appeal bond with the court. 


Rate-Making.—The basis for rate-making is not similar for 
all classes of bonds. For example, in the case of fidelity bonds, 
the premium revenue is the only fund out of which losses can 
be paid; on the other hand, there are large classes of surety 
bonds where the premium revenue constitutes but a small part of 
the total fund used for the payment of losses. 

The principles underlying the rate-making for the first group 
bonds are similar to the principles underlying rate-making in 
the various insurance lines. However, in the field of surety 
bonding, the basis for rate-making assumes different aspects. 
The rate depends upon two separate and distinct funds out of 
which losses can be paid. The largest and most important of 
these funds should be the collateral furnished by the principal of 
the bond. The other fund is made up of the premium revenue 
of the bond. 

Unfortunately, there are not standard rules as to the amount 
of collateral required for each bond. The amount of collateral 
depends upon the judgment of the underwriter. There is also 
the possibility that collateral which has been accepted may de- 
crease in value through unforseen conditions, 


CHAPTER 24 
TYPES OF INSURANCE CARRIERS 


The business of insurance is conducted by six types of or- 
ganizations: stock companies, mutual companies, reciprocals, 
Lloyd’s, state, and self-insurance. 


Stock Companies.—Like any other corporation, a stock in- 
surance company is operated for the purpose of making a profit 
for its stockholders who have contributed to the capital and 
surplus. The outstanding features of this type of organization 
are as follows: 


1. The insured is charged a definite premium, and in return 
the company agrees to pay all losses for which it is liable under 
the policy that has been issued. 

2. If the premium income should be insufficient to pay all 
losses, the stock company cannot demand any further contribu- 
tion from the insured. The company commences business with 
capital and surplus, and aims to increase its equity so as to 
eliminate any doubt concerning its ability to meet all future obli- 
gations arising under the policy. 

3. The general aim of many companies is to transact busi- 
ness throughout the entire United States, and thus spread their 
risks as widely as possible. 

4. In view of the fact that the stock company is primarily 
organized for the purpose of making a profit, the company is 
constantly seeking new fields of insurance in order to increase 
the premium income. Largely asa result of this incentive, stock 
companies in the United States have developed many of the 
branches of insurance conducted at the present time. 

5. To avoid excessive premiums, extensive inspection ser- 
vice is maintained by stock companies which write property in- 
surance. The primary purpose of this service is to prevent losses 
and, incidentally, to reduce rates. 
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6. Since the stockholders have large sums of money invested 
in the corporation, they require skilled management to protect 
not only their own interests, but the policyholder’s as well. 


Mutual Organizations.—The mutual organization is a cor- 
poration organized by a group of people who are also policy- 
holders. There are many types of mutual organizations, the 
principal one being local fire insurance mutuals, factory fire in- 
surance mutuals, casualty insurance mutuals, and life insurance 
mutuals. 


LocaL Fire INsurANcE Mutuats.—The local fire insur- 
ance mutual is organized in some county or town to protect a 
small group of owners against loss due to fire. In this type of 
mutual organization, the policyholders pay a portion of the 
premium in cash, and are subject to further assessments in 
case the premium received is insufficient to pay the losses and 
expenses. A modification of this plan is to require the members 
to pay a small cash premium to meet expenses and ordinary 
losses, and to give a premium note which is used in case the 
losses and expenses are in excess of the premiums that have 
been paid. 

The outstanding advantage of this type of mutual is the 
fact that it operates in a restricted territory, under a manage- 
ment which knows the hazards that are assumed. The moral 
hazard is, therefore, inconsequential. On the other hand, in 
view of the small size of the organization, expert employees 
cannot be hired. Therefore, the primary object is to pay losses 
without serious scientific effort to prevent losses. Furthermore, 
since the organization operates in a restricted territory, it cannot 
obtain the benefits derived from wide distribution of risks. 
Some state laws prohibit this type of mutual from operating in 
the larger cities where there is a possibility of conflagration loss. 
Other state laws limit its operations to certain types of risks 
such as dwellings and farm buildings. 


Factory Fire INsurRANCE Mutuats.—The factory fire 
insurance mutual is designed to offer fire insurance protection 
to factories. In this type of mutual, members are required to 
pay premiums in excess of expenses and expected losses. At the 
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end of the year, excess premiums are refunded as dividends 
which frequently have been large. 

The success of these organizations is attributed to the fol- 
lowing factors: 


1. Insistence that the primary purpose of the organization is 
to prevent losses. 

2. Emphasis on inspection of risks and on high standards of 
construction. 

3. Tendency to accept risks that do not present any conflagra- 
tion hazard, 

4. Careful underwriting of risks. 


CasuaLty INsurRANCE Mutuats.—With the development 
of casualty insurance, mutuals have been organized to conduct 
certain branches of this business in the various states. These 
organizations, like stock companies are subject to regulation. 
Their dividends and reserves are closely regulated by insurance 
departments of various states in which they operate. 


Lire INsuRANCE Mutvuats.—A creditable record has been 
achieved by mutual organizations in life insurance. This notable 
success is largely attributable to the use of scientific tables for 
rate determination. 

In its operation the life insurance mutual follows the pattern 
of the stock life insurance company. Both generally employ 
agents to bring in new business. There is also a tendency for 
some stock companies to limit dividend payments to stockhold- 
ers and in some cases to pay dividends to policyholders. 

The outstanding features of mutual organization may be 
summarized as follows: 


1. Any portion of the premium income which is not used to 
pay losses may be returned to the policyholders. 

2. If the mutual organization is limited in members, the 
control of the organization is actually in the hands of the policy- 
holders. As the organization grows larger, however, this con- 
trol by the policyholders becomes theoretical. Because policy- 
holders do not take an active part, control is in the hands of the 
manager who continues in office as long as dividends, in satis- 
factory proportions, are returned to the policyholders. 
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3. In some cases, mutual organizations obtain a favorable 
selection of risks. This advantage, however, may tend to dis- 
appear as the mutual organization becomes larger and operates 
over a broader field. 

4. When mutuals do not employ agents and pay commis- 
sions, the expenses of these organizations may be lower than 
those of stock insurance companies. In that event, however, 
representatives of the mutuals must travel throughout the field 
for the purpose of securing new business and retaining the old 
business. 

5. If the mutual organization is small, it is unable to spend 
sufficient sums of money to prevent losses. There is also a 
great risk on account of possible catastrophe, especially in the 
field of property insurance. 

6. When premium income and accumulated surplus are in- 
sufficient to pay losses, policyholders of companies, other than 
those writing life insurance, are subject to assessments. In 
certain states, however, mutuals are permitted to issue non- 
assessable policies for property insurance, after accumulating 
sufficient surplus as required by statute. 

7. Undue emphasis may be placed upon low cost in mutual 
organizations, little attention being given to prevention of losses. 

8. Since the policyholder has a direct interest in the organi- 
zation, the moral hazard may be minimized. 

9. Policyholders are entitled to dividends only when de- 
clared out of surplus while their policies are in force. Once 
they give up membership, policyholders forfeit their interest in 
surplus and right to receive dividends. 


Reciprocals.—This form of organization resembles the mu- 
tual property insurance company in operation. A reciprocal 
is an organization of individuals who agree to act as insurers 
of one another. It is, in effect, a joint venture conducted with- 
out profit. The entire business is placed in the hands of an 
individual called the attorney-in-fact, whose duty is to collect 
the premiums, pay the losses, and conduct the business. The 
attorney-in-fact is usually paid a percentage of premiums for 
his services. The outstanding features of this organization may 
be summarized as follows: 
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1. The business is conducted at cost, since any balance which 
remains is returned to the policyholders. 

2. The net cost of running the business is determined annu- 
ally. Theoretically, any surplus or deficiency is then prorated 
among the policyholders, each account being debited or credited 
for its respective share. Any balance which is credited to the 
policyholder must be returned to him. This practice is in marked 
contrast to that followed by mutual companies. As has already 
been noted, policyholders of the latter are entitled to dividends 
only while they continue their membership. 

3. Since the policyholder has a direct interest in the organi- 
zation, the moral hazard may be minimized. 

4. This business may be run at a lower cost than the stock 
company since commissions may not be paid. 

5. With low cost of insurance as a primary objective, there 
is a tendency to skimp on expenditures for loss prevention. 

6. If the reciprocal is limited in membership, adequate selec- 
tion of risks cannot be obtained. 

7. Unless there is a sufficient premium income, the organ- 
ization may become insolvent as a result of catastrophe loss. 


Lloyd’s.—This organization, of which Lloyd’s of London 
is the prototype, is formed by a number of individuals who 
agree to accept risks individually for an agreed premium. It is 
therefore similar to a stock organization in that the premium 
accepted is the entire amount that the insured must pay. A 
member suffers a deficit if losses and expenses are in excess of 
the premium income and makes a profit if the premium is more 
than sufficient to pay losses and expenses. 

The business is not confined to any particular branch of in- 
surance such as fire insurance or marine insurance but the 
members may accept all types of risks. In fact, the business 
accepted by Lloyd’s in the United States consists of a great 
many risks which American companies cannot write. As with 
stock insurance companies, the risks are placed with members 
of Lloyd’s by brokers. The broker who is trying to place the 
risk prepares a proposal of insurance stating the amount of 
insurance he wants. This proposal is then signed by various 
underwriters who are members of Lloyd’s. Each underwriter 
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initials the agreement for whatever proportion of the risk he 
wishes to assume. The policy which is issued contains the per- 
centage of the risk assumed by the various members who have 
signed the proposal. In practice, a group of underwriters will 
appoint one individual to act as their agent, thus eliminating 
the necessity of obtaining the signature of each of the under- 
writers. 

Since each member is liable only for an agreed portion of 
the risk, policyholders cannot collect from a signer of the 
policy in the event of his insolvency. To meet this hazard, sev- 
eral requirements have been imposed for the protection of pol- 
icyholders; some of which are: (1) Each underwriter is re- 
quired to put up a minimum deposit or guarantee. (2) The 
underwriter agrees that all premiums and investments must be 
placed in trust for the payment of losses and expenses. (3) The 
accounts of each underwriter must be audited annually in order 
to ascertain whether he can meet his obligations. 

In America, Lloyd’s organizations have not been developed 
very much. Any insured who accepts a Lloyd’s policy must 
remember that if the organization is not permitted to do busi- 
ness in his state he will have to sue the members in the state 
in which the Lloyd’s is organized unless there is an agent in 
the state in which the insured resides. In addition, he will have 
to sue each one of the individuals. Therefore, if 30 under- 
writers have signed the policy, he will have to commence 30 
suits. 


State Organizations.—The Social Security Act has wit- 
nessed the active participation of the federal and state govern- 
ments in the business of old age and unemployment insurance. 
In addition, there is a tendency for the United States Govern- 
ment and state governments to enter into the business of insur- 
ance. The United States Government operates the War Risk In- 
surance Bureau providing life insurance and disability benefits 
for soldiers and sailors. State funds have been organized to 
write workmen’s compensation insurance and hail insurance on 
farmer’s crops. These funds may be monopolistic or com- 
petitive. The outstanding features of state funds may be sum- 
marized as follows: 
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1. In some cases they operate at a lower cost than private 
organizations. 

2. In the past the tendency has been to provide for the pay- 
ment rather than for the prevention of losses. 

3. In many cases a portion of the risk is indirectly assumed 
by the citizens of the state. The organization may be relieved 
from paying taxes on its premium income, or is given the use 
of state buildings and employees of other departments. 

4. The state funds are mutuals, collecting premiums, paying 
losses and expenses, and returning dividends if there is a 
surplus. 

5. In some cases the state funds are not permitted to assess 
policyholders. In such cases it would seem that if there is any 
deficiency, this sum must be provided by taxation. 


Self-Insurance.—Business enterprises of great size and 
financial strength are frequently concerned with the cost of in- 
surance. Where plants are scattered and more or less isolated 
and the danger of catastrophic losses is minimized by the na- 
ture of the business and construction of properties, a number of 
concerns feel that they are strong enough to bear their own 
losses. Organizations which thus carry their own insurance are 
known as self-insurers. 

The essential features of self-insurance plans may be sum- 
marized as follows: 

1. The organization creates a reserve fund out of which 
losses are paid. The successful operation of the fund depends 
upon the ability either to set aside a sufficiently large reserve 
fund initially or gradually to build up these funds to meet the 
future obligations. 

2. In view of the primary interest, the moral hazard is prac- 
tically eliminated. 

3. If the organization is sufficiently large, adequate money 
can be spent for the prevention of losses. 

4. If the business is widely distributed, the expenses neces- 
sary to conduct the business may be so large that savings may 
be improbable. 

5. In order to safeguard against catastrophe losses, reinsur- 
ing agreements may be obtained. 


CHAPTERS 
UNDERWRITERS’ ASSOCIATIONS 


Need for Underwriters’ Associations.—Formerly, one who 
desired to purchase an insurance policy went to the companies 
and obtained different rate quotations. The prospective policy- 
holder would thus play one company against another. The 
companies, in the competition for premium volume, sometimes 
lost sight of the actual cost of the insurance; rate wars were 
engaged in; and the result, for many companies, was liquida- 
tion. Gradually, various companies began to realize that co- 
operative effort would benefit them. Thus rate-making organi- 
zations were formed. The essential motive in the formation of 
these organizations was to protect the business of insurance, 
in which companies had become insolvent on account of writing 
the policies at inadequate rates. The organizations have ex- 
panded so that they render, in addition to rate-making, numer- 
ous other services absolutely essential to the conduct of the 
business. With two important exceptions, life insurance and 
marine insurance, they function in practically all lines. 


Objections to Rate-Making Associations.—Against joint 
rate-making, objections have been raised. It is contended that 
equitable rates may be obtained by competition. In considering 
this theory, it is well to take into account the following facts: 


1. If rate competition is permitted, the tendency is to favor 
the influential policyholder by offering him lower rates. When 
the rate charged to the influential policyholder is inadequate, 
the premiums charged to other policyholders will be unduly in- 
creased to make up for deficiencies. 

2. Every time an insurance company sells a policy, a trans- 
action occurs which affects the public. The insurance sale 
differs from the sale of a commercial product such as clothing. 
The buyer of clothing is not concerned with the future sol- 
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vency of the seller; the transaction is completed with the cloth- 
ing is sold. The buyer of insurance, on the other hand, is 
concerned with the future solvency of the seller. If unre- 
strained competition is permitted, the insurance company may 
not be able to collect sufficient premiums to pay expenses and 
losses incurred under the policy. Insurance is purchased to 
produce security. Unrestrained competition may instead pro- 
duce insecurity. 

3. The statement is sometimes made that, as equitable re- 
sults are obtained by permitting competition among commer- 
cial concerns selling a given product, so equitable rates may be 
effected by permitting competition among insurance companies. 
There is this difference, however, between the wholesaler and 
the insurance company: The wholesaler knows at the time of 
sale exactly what his article costs, and will not, except in rare 
instances, sell ata loss. The underwriter cannot foretell whether 
or not loss will be suffered on a certain policy; and, if he desires, 
under strenuous competition, to obtain the business of a certain 
individual, he will make a rate based upon a probable favorable 
experience. This optimism, coupled with inability to forecast 
losses in the future, cultivates the tendency to quote rates below 
cost—a temptation less common to the business man, who 
knows the cost of his article before selling. 

Furthermore, if unrestrained competition in insurance is 
permitted, the result will be monopoly. The weaker companies 
will ultimately be liquidated; the few surviving companies will 
combine; the cost, in the absence of protective legislation, will 
eventually be greatly increased. Insurance companies which 
took part in rate wars soon realized that adequate rates must 
be obtained for self-preservation. This realization has lead to 
cooperation and formation of rate-making organizations wher- 
ever the law permits. 


Conclusions of Legislative Investigation.—Various state 
legislative committees have investigated the subject of joint 
rate-making by insurance companies. The conclusion reached 
by an investigation conducted in one state may be summarized 
as follows: 
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1. There is no one company which has sufficient experience 
to make adequate rates. Therefore, adequate rates may be made 
only by cooperation among various companies writing the same 
line of insurance. 

2. To avoid favoring policyholders with undue influence, 
combinations to make and maintain rates should be permitted. 

3. State regulation of rates made by combinations of insur- 
ance companies will produce beneficial results for the companies 
and for the public. 


State Legislation Such has been the enormous growth in 
rate-making organizations, that many lines of insurance writ- 
ten by fire insurance companies and casualty insurance com- 
panies are now under the jurisdiction of rate-making organiza- 
tions. The growth of these organizations, resulting in the first 
place from the activities of the companies, has been accelerated 
by the introduction of state rating laws. In various states, 
statutes have been enacted requiring the supervision of rates, 
policies, and underwriting practices, by the state superintendent 
of insurance. In certain states, the statutes have recognized the 
formation of organizations to serve as agents of subscribing 
insurance companies in rate matters. 


Types of Underwriters’ Associations.—Underwriters’ or- 
ganizations may be either national or local associations. 

The main purpose of the national association is to act in an 
advisory capacity to the local associations. The usual practice 
is for the national association to prepare the rates, make the 
underwriting rules, prepare policy forms, and carry on national 
educational campaigns designed to reduce losses. The main 
purpose of the local associations is to establish and supervise 
rates, commissions, and underwriting practices in a restricted 
territory, in general accord with the national association 
program. 

The national associations are becoming so important that 
they are assuming many functions performed by the local asso- 
ciations. —The membership in a national association usually con- 
sists of the various stock insurance companies writing the par- 
ticular line over which the association has jurisdiction. Mutual 
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companies also have their own associations for certain lines. In 
some cases membership includes mutual and reciprocal com- 
panies and state funds, as well as stock companies. 


Functions.—Services rendered at the present time by the 
various associations are extremely varied. The more important 
of the cooperative functions that may be performed by these 
organizations may be summarized as follows. 


RatEe-Maxinc.—The members send to the central associa- 
tion statistics covering the premium income and loss expense by 
lines of insurance. Rates are then determined on the total ex- 
periences of the various member companies. In addition to the 
preparation of rates, some organizations have prepared merit 
rating schedules to be applied to individual risks, with the pro- 
vision that they must be applied equally and fairly to all risks 
possessing the requirement for merit rating. Examples are 
afforded by the schedules used to determine the rate for the 
individual policyholder in fire insurance and the experience rat- 
ing plan used in workmen’s compensation insurance. 


REQUIREMENT FOR UNIFORM COMMISSIONS TO AGENTS 
AND Broxkers.—The associations usually insist that all com- 
panies in the same line of insurance pay the same amount of 
commission to agents or brokers. They require also that the 
agent or broker adhere to the rates promulgated, and they op- 
pose any tendency on his part to rebate commissions. In some 
cases, associations have insisted that each agent or broker agree 
to abide by the rules of the associations before any member- 
company can pay commission to him. The practice employed 
by any company to increase business by paying excess commis- 
sion and so reducing the premium income available for losses 
is also opposed by the association. Furthermore, their insistence 
in certain cases on certification of brokers and agents has served 
to exclude men unfit to represent the company in dealing with 
the public. 


EcoNOMICAL OPERATION.—Essentially, companies which 
write the same form of insurance perform the same type of 
operations. This is especially true in connection with the prepa- 
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ration of rates, inspection of risks, and adjustment of losses. 
The work of the central organization in preparing rates makes 
it unnecessary for each company to hire employees to determine 
a set of rates. Likewise, if a group of companies has insured 
the same risk, there is no necessity for each company to send 
their own individual inspector to examine the risk; information 
can be obtained through a central inspection service. The eco- 
nomical value of a central organization can be very well shown, 
too, in connection with the adjustment of fire losses. Assume 
that an insured had 15 fire insurance policies each with a differ- 
ent company. If a loss occurred, the former practice was for 
each company to send its own adjuster. At the present time 
the tendency is for a central service to be organized to adjust 
the losses for all the companies. 


STANDARD POLICIES AND PROCEDURE.—Many difficulties 
arose in the past through the use, by different companies, of 
policies with different wording. Often, appeal to court deci- 
sion became necessary. Realizing that the companies would be 
benefited by standard policy forms to be used by all, the vari- 
ous organizations have introduced such forms voluntarily, or 
in some cases as a result of the enactment of state laws. 
Furthermore, the associations have standardized the endorse- 
ments and clauses to be used by the various companies. 


ENFORCEMENT OF RuLES.—With the introduction of uni- 
form rules, the associations have insisted on adherence to these 
rules. If any member violates these rules and engages in un- 
ethical practices, the member may be expelled from the associa- 
tion. The aim of the association is to stamp out entirely fraudu- 
lent practices and misconduct within the business itself. 


Pusiic RELATIons.—Legislatures may attempt to pass ill- 
advised legislation laying undue burdens on the business of 
insurance. Special committees are set up by the various asso- 
ciations to observe the trend of legislation. Furthermore, the 
committees have introduced legislation which may ultimately 
mean lower rates for the insured. 


EpucaTIONAL ACTIvITIES.—As the associations have de-. 
veloped the members have deemed it beneficial to have the asso- 
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ciations function as an educational force for the benefit of the 
public as well as of business. Various associations have pre- 
pared educational courses in safety work for the prevention of 
losses, have introduced safety devices, and have made financial 
contributions to safety museums. 


Leading Underwriters’ Organizations.—A mong the im- 
portant national underwriters’ organizations may be mentioned: 
National Board of Fire Underwriters, National Bureau of 
Casualty and Surety Underwriters, National Council on Com- 
pensation Insurance, and National Automobile Underwriters’ 
Association. 

National Board of Fire Underwriters.—Membership is 
available to every stock insurance company writing fire insur- 
ance in the United States. Members are admitted by election 
or action of an executive committee. The board has no rate- 
making function, nor any jurisdiction over rates and premiums. 
It has nothing to do with commissions or compensation of 
agents, but concerns itself with fundamental activities. 

The association operates through various committees. Some 
important committees are: committee on adjustments, com- 
mittee on construction of buildings, committee on fire preven- 
tion and committee on incendiarism and arson, and public 
relations committee. 

CoMMITTEE ON ADJUSTMENTS.—This committee renders 
decision on loss adjustments between the companies through its 
arbitration service. It has available equipment for establishing 
a central adjusting office following a conflagration. In addi- 
tion, the fire insurance companies have a central adjustment 
bureau which is under the jurisdiction of this committee. 


CONSTRUCTION OF BuiLpIncs.—This committee acts as a 
clearing house for information upon fire-resistive building con- 
struction and similar technical subjects. The committee has 
prepared a code which is a guide in the making of new building 
laws. The aim of the committee is to assist cities and towns in 
the preparation of new building codes. 


CoMMITTEE ON FIRE PREVENTION AND ENGINEERING 
STANDARDS.—Various fire insurance companies have realized 
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the danger of fire through congestion, especially in cities. The 
function of the Committe on Fire Prevention is to reduce this 
danger. The committee, therefore, conducts engineering sur- 
veys of American cities. These surveys include studies of the 
water supply, fire engines, and fire alarm apparatus and condi- 
tions in hazardous industries. As a result of these studies, each 
city is enabled to correct the deficiencies noted. Based on the 
committee’s experience, a standard schedule has been prepared 
for grading cities and towns with reference to their facilities 
for fire protection. The committee has also issued regulations 
governing hazardous processes, storage of hazardous materials, 
and construction. These regulations have been included in 
a suggested fire ordinance, recommended for adoption by 
cities and towns and to be administered by a fire prevention 
bureau. 


INCENDIARISM AND Arson.—The purpose of this committee 
is to repress incendiarism and arson by causing the apprehen- 
sion, conviction, and punishment of criminals who are caught 
in the act. In addition, a fund is available for rewards payable 
on the conviction of incendiaries. The committee has a staff 
of investigators who cooperate with officials in their activities 
against incendiarism. The committee has prepared a model 
arson law which has been adopted in many states. 


PusLic RELATIONS.—This committee carries on educational 
activities relating to fire prevention. It has published various 
pamphlets, several of which are used in schools in the United 
States. The committee furnishes speakers for group meetings 
throughout the country to carry on the fire prevention work. 


UNDERWRITERS’ LABORATORIES.—To aid further in fire pre- 
vention, the underwriters’ laboratories have been organized for 
the express purpose of testing articles, devices, supplies, gases, 
chemicals, and processes directly or indirectly associated with 
fire hazards, fire prevention, or fire-fighting. The laboratories 
have various types of testing apparatus which are used to test 
products sent to this laboratory. If the products meet the 
underwriters’ laboratory tests they are labeled or otherwise 
distinguished. 
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National Bureau of Casualty and Surety Underwriters.— 
With the growth of casualty insurance companies a number of 
bureaus have been developed to handle the specific lines of in- 
surance written by these enterprises. Outstanding among these 
bureaus is the National Bureau of Casualty and Surety Under- 
writers. A major objective of this bureau is to promote co- 
operation among casualty and surety companies and with fire 
and marine companies which transact other classes of insurance 
in which members of the bureau may have an interest. A second 
objective is to provide a form for the discussion of rating and 
other matters. In furtherance of these objectives, the bureau 
conducts the following activities: 


1. The establishing and administering of plans to secure the 
compilation by members, and by others when necessary 
or advisable, of complete, accurate and up-to-date sta- 
tistical data for use by the bureau in the establishment 
of underwriting rules, classification of risks, manual 
rates, and minimum premiums. 

2. Collecting and analyzing experience. 

3. Establishing underwriting rules, classification of risks, 
manual rates, and minimum premiums. 

4, Establishing and administering rating systems and other 
plans to measure correctly the hazards of individual risks 
which are not measured correctly by classification ex- 
perience alone. 


The bureau is divided into five departments; compensation 
and liability, automobile, burglary, boiler and machinery, and 
plate glass insurance. Jurisdiction over workmen’s compensa- 
tion insurance is now with the National Council on Compen- 
sation Insurance but the National Bureau has administrative 
function for this line in certain sections of the country. The 
function of the remaining departments is to determine rates for 
the specific lines of insurance. This duty involves the classifi- 
cation of rates, establishment of schedules and experience rat- 
ing systems, and the determination of underwriting practices. 
In order to facilitate the conduct of the business, branch offices 
are maintained throughout the United States. 
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National Council on Compensation Insurance.—This asso- 
ciation is a voluntary organization of insurance carriers which 
write workmen’s compensation insurance. Unlike the under- 
writers’ associations previously discussed, its membership is not 
limited to stock insurance companies, but is open to any organi- 
zation writing this form of insurance. Its membership, there- 
fore, includes stock companies, mutuals, reciprocals, and state 
funds. 

The chief objectives of the National Council are: 


1. Formulating rates for workmen’s compensation insurance. 

2. Collecting and tabulating statistics pertinent to rate-making. 

3. Developing rating plans and systems that will not only 
measure the hazard of each risk but that will produce 
the greatest possible accident prevention effect. 

4. Administering such rates and rating systems in the in- 
terests of the insured, the carrier, and the public gen- 
erally. 


The National Council carries on its work through the rates 
committee, the actuarial committee, the engineering committee, 
and the regional committee. 

The rates committee approves rating systems and procedure 
and has direct charge of general rate revision. The actuarial 
committee advises the rates committee on all actuarial and sta- 
tistical problems relating to the combination of experience, the 
establishment of basic pure premiums, the formulation of fun- 
damental principles for the conversion of pure premiums into 
rates and the establishment of rating plans. The engineering 
committee advises the rates committee on engineering matters 
and all matters connecting with the scheduled rating plan. 
Since the council is a national body and furnishes rates for the 
various states, regional committees are organized with authority 
over matters relating to any general revision of rates or rating 
plans for states within their respective jurisdiction. 

The council maintains a rating department to administer 
rates in those states in which rate administration is not already 
in charge of independent bureaus approved by the state super- 
vising authorities. Where the administration of rates is not in 
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charge of independent bureaus, the council can issue a charter 
to local administrative bureaus subject to approval by the state 
supervising officers. These bureaus serve under the general 
supervision of the rating department. 

In states where independent bureaus have jurisdiction over 
workmen’s compensation rates, these bureaus may affiliate with 
and obtain the service of the National Council. 

The council is under the direct supervision of the National 
Association of Insurance Commissioners, a resident representa- 
tive of which serves in the office of the council. It is his duty 
to keep informed and acquaint the national association with the 
terms of all rate-making procedure. 


National Automobile Underwriters’ Association.—This 
national organization operates essentially for the purpose of 
formulating underwriting rules for automobile fire insurance 
and allied lines. The primary objectives of this association may 
be summarized as follows: 


1. Develop and facilitate scientific and intelligent underwrit- 
ing of all forms of motor vehicle insurance. 

2. Study and promote simplification and accuracy of rating 
methods and rate presentation. 

3. Investigate class or general hazards and promote reasonable 
and proper means of reducing the hazards insured 
against. 

4. Procure from companies and compile information and sta- 
tistics concerning losses and their causes. 

5. Seek agreement upon rules, regulations, and procedure in 
connection with the adjustment and payment of losses 
for the best interests of all concerned. 

6. Secure the adoption by members of suitable and uniform 
policy forms and clauses. 

7. Harmonize insurable values, methods of rating, agency 
commissions (including contingent commissions), and 
brokerage. 

. Serve as a medium for exchange of information. 

9, Foster cordial relations with the automobile industry, legal 
authorities, and the general public. 
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Prominent among the committees of this association are the 
Staff Committee and the Regional Automobile Committees. 


Srarr CommitTEe.—Acting under the direction of the 
board of directors, the staff committee members perform the 
following duties: 


i 


a 


Exercise generally the closest possible contact with all 
territory under the Association’s jurisdiction. 

Consider all requests from company members for changes 
in existing methods of rating and minimum schedules. 


. Prepare and recommend for adoption by the board of 


directors suitable changes in existing methods of rating, 
schedules of minimum rates and rate presentation. 


. Procure and compile any statistics required by the board 


of directors and prepare and forward to members all 
blanks necessary to obtain this information. 

Consider all requests from company members for addi- 
tional policy forms, clauses, and endorsements or for 
any changes in existing policy forms, clauses, or en- 
dorsements and submit them promptly to the board of 
directors for approval. 


. Prepare and recommend for adoption by the board of 


directors desirable changes in existing policy forms, 
clauses, or endorsements. 


. Promulgate for use only a policy form, clause, or en- 


dorsement to meet an emergency arising from a tempo- 
rary change in law or ruling of an insurance department 
or any other unusual situation not covered by the forms, 
clauses, and endorsements then in use, subject, however, 
to final action by the board of directors before its per- 
manent adoption. 

Assist the board of directors in maintaining necessary con- 
tact with individual automobile manufacturers, allied 
industries, and recognized organizations representing the 
industry. 


REGIONAL AUTOMOBILE COMMITTEES.—Inasmuch as the 
National Automobile Underwriters’ Association is concerned 
with automobile fire insurance and other lines throughout the 
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United States, regional automobile committees are established 
for the eastern, southern, western, and Pacific coast territories. 
The duty of each regional automobile committee is to assist 
the board of directors in administering the rules of the associa- 
tion. It also recommends suitable changes in forms and under- 
writing practices in the territory under its immediate supervi- 
sion. These recommendations are not generally put into effect 
unless and until approved by the board of directors. 

So long as its action does not in any way affect the interests 
of other regional territories, each regional automobile committee 
is permitted to originate additional forms or changes in forms 
to meet purely local conditions. These actions are acted upon 
by the board of directors or by an instrumentality of its own 
creation without reference to the other regional automobile 
committees for approval. Each regional committee is also 
given authority over the final rate levels applicable to its terri- 
tory. Here again, the approval of the board of directors is 
required before the rates take effect. 


National Automobile Theft Bureau.—This national or- 
ganization cooperates with the National Automobile Under- 
writers’ Association by promoting nation-wide policies and 
practices with respect to automobile theft prevention and re- 
coveries and to law enforcement. The national theft bureau 
functions through local bureaus in carrying out its general 
policies. 

This bureau aims to cooperate with state motor vehicle, 
license, and certificate of title departments in the identification, 
tracing, and recovery of stolen cars. 

The bureau also aims to cooperate with the National Auto- 
mobile Chamber of Commerce, United States Chamber of 
Commerce, Automobile Dealers’ Associations, United States 
Department of Justice, and all other similar organizations and 
agencies interested in the prevention of automobile thefts, 
the recovery of stolen cars, effective legislation, and law enforce- 
ment. 

The National Bureau operates throughout the United States, 
Alaska, Hawaii, and the Dominion of Canada. It maintains 
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exclusive jurisdiction as respects local bureaus with respect to: 
(1) all matters of nation-wide import in which the National 
Bureau may have an interest; (2) all matters affecting the 
general policy throughout the United States, in connection with 
automobile theft prevention, law enforcement, and automobile 
recoveries; (3) all matters involving cooperation with federal 
authorities. 

The jurisdiction of the local bureaus, subject to the Federal 
laws and the statutes of the several states in their respective 
territories, extends and includes the application of the National 
Bureau’s general policies, with respect to automobile theft pre- 
vention, law enforcement and automobile recoveries. Wherever 
possible the jurisdiction of the National Bureau is exclusive 
with respect to: (a) all matters affecting the investigation, iden- 
tification and release of motor vehicles stolen in the United 
States and smuggled into the Dominion of Canada; (b) co- 
operation with the Canadian Department of Customs, Provin- 
cial Police and all other governmental or duly constituted 
organizations and agencies interested in preventing smuggling 
of stolen motor vehicles in Canada, the recovery thereof, and 
effective legislation and law enforcement in connection there- 
with. 


Local Bureaus—New York Compensation Insurance 
Rating Board——The New York Compensation Insurance 
Rating Board furnishes an example of a local bureau. This 
board was formed after the passage of the New York Work- 
men’s Compensation Law in 1914. The New York Insurance 
Law required every company writing workmen’s compensation, 
except the New York State Insurance Fund, to file rates and 
schedules with the superintendent of insurance. In order to 
avoid the abuses inherent in competition, a voluntary organiza- 
tion of companies writing workmen’s compensation insurance 
was formed. This organization is called the Compensation 
Insurance Rating Board. Although the State Insurance Fund 
was not required by law to become a member, it has done so 
voluntarily, reserving to itself, however, the power of using 
its own rates. 
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The objects of this board are twofold: (1) to establish 
classifications and underwriting rules and to make adequate and 
reasonable premium rates for workmen’s compensation insur- 
ance equitably adjusted to the hazard of the individual risk 
by means of a system of merit rating; (2) to reduce the 
number and severity of accidents, through encouragement given 
employers to improve conditions by the offer of reduced rates. 

Any insurance carrier, including the State Insurance Fund, 
authorized to do the business of workmen’s compensation in- 
surance in the State of New York, is entitled to membership in 
the board. The board is under the general charge of a govern- 
ing committee composed of five members, two representing 
stock carriers, two representing mutual carriers, and one the 
State Insurance Fund. The governing committee appoints the 
following committees: 


CLASSIFICATION AND RATING COMMITTEE.—This commit- 
tee consists of three stock carriers, two mutual carriers, and the 
State Insurance Fund. The function of this committee is: (1) 
to establish and maintain a manual of rules, classifications and 
rates and to make all necessary revisions and amendments in 
such manual from time to time; (2) to hear and determine all 
complaints from insurance carriers and employers relating to 
classifications and premium rates. 


SAFETY ENGINEERING CoMMITTEE.—The appointments to 
this committee are made in the same manner provided for the 
classification and rating committee. The functions of this com- 
mittee are: (1) to aid the Staff of the Board in developing and 
maintaining a suitable program for the inspection of risks for 
classification and rating purposes; (2) to maintain and promote 
cooperative relations with the State Labor Department for the 
purpose of advancing uniformity in industrial safety codes. 


ACTUARIAL CoMMITTEE.—This committee consists of an 
equal number of participating and non-participating carriers. 
It is the duty of this committee to establish, maintain, revise, 
and amend the rate-making procedure for the determination of 
manual rates and levels and an experience rating plan for the 
rating of individual risks. It also establishes and maintains 
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statistical plans for records for exhibiting experience and the 
effect of rating plans and generally oversees the work of the 
board in connection therewith. 


MeEpICAL AND CLAIMS CoMMITTEE.—This committee con- 
sists of an equal number of participating and non-participating 
carriers. The duties of this committee are: (1) to study the 
law and rules relating to administration of claims in the Labor 
Department; (2) to study the law and rules relating to the 
medical treatment of claimants for compensation; (3) to rec- 
ommend such desirable reforms with respect to claim admin- 
istration and medical treatment as in the judgement of its mem- 
bers may promote the best interests of the public. 


CoMMITTEE ON PayroLtL Aupit.—This committee consists 
of an equal number of participating and non-participating car- 
riers. The duties of this committee are: (1) to study methods 
and practices followed by the carriers in the audit of payroll; 
(2) to formulate rules for making test audits by the Board; (3) 
to recommend such desirable reforms as in the judgment of its 
members may promote the best interests of the public. The 
rules or recommendations adopted by this committee required 
the approval of the classification and rating committee before 
they become effective. 

The Bureau cooperates with the National Council on Com- 
pensation Insurance on all matters relating to manual rules, 
classification, and rating plans. 


CHAPTER 26 


ORGANIZATION AND MANAGEMENT OF 
INSURANCE COMPANIES 


Preliminaries in Formation.—Insurance organizations are 
usually corporations. As such, they are formed by virtue of 
state legislation, for a corporation is merely an artifical citizen 
created by the state and has only such powers as are specifically 
granted to it by legislation. Generally, insurance companies are 
organized under state insurance statutes and are subject, in 
addition, to the provisions of the general corporation law. 

The following preliminaries must be considered in the for- 
mation of an organization: type of company, scope of proposed 
business, the proposed name, and preparation of the certificate 
of incorporation. 


TyPE oF CompaANny.—The purpose of organizing an enter- 
prise determines the type of organization that will be formed. 
If the purpose is to make profit as a result of investment of 
capital, the form of organization that will be formed is a stock 
company; if the purpose is to afford mutual protection, the 
organization will be a mutual or reciprocal company. 


Score oF Proposep Business.—To determine the scope 
of the business is a necessary step in view of the fact that gen- 
erally under the laws of, various states no corporation can be 
given power to transact all lines of insurance. Futhermore, 
the amount of capital required for stock insurance companies 
is dependent upon the different lines of insurance that the or- 
ganizers propose to undertake. 


THE Proprosep NAmeE.—A fter the scope and character of the 
business have been determined, a name must be decided upon. 
In the business of insurance, as in other lines of business, the 
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name of the company is a very important trademark. The 
reader probably knows the names of a number of companies 
and will observe that they connote, to his mind, life insurance, 
casualty insurance, or fire insurance, 


PREPARATION OF ARTICLES OF INCORPORATION.—A fter 
deciding on the type of company, the scope of its proposed busi- 
ness and its name, the articles of incorporation must be pre- 
pared. Since a corporation has no other powers than those 
which are set forth in the charter and the implied and incidental 
powers necessary to make the company function, the articles 
should be drawn up with great care and diligence and should be 
made as broad as possible. If the company should later on de- 
cide to perform functions which are not mentioned in the 
charter, it would have to obtain authority from the superinten- 
dent of insurance and, in some cases, legislation would be 
necessary. The charter does not usually contain any description 
of the provisions for internal organization of the company, this 
matter being left to the by-laws. 


Articles of Incorporation.—In the various states no com- 
pany can transact the business of insurance until a certificate of 
authority has been granted by the superintendent of insurance. 
This certificate is only given after an examination has been 
made under the direction of the superintendent. Before a cer- 
tificate of authority can be obtained by any persons desiring to 
form an insurance corporation, they must file their certificate 
of incorporation with the insurance department for approval, 
later amendments to which must also be filed for approval. 
These articles must be signed by the persons signifying their 
intention to form a corporation and must contain the following 
important information: 


1. Name of the proposed corporation. 

2. Place where its principal office is to be located. 

3. Kinds of insurance that are to be undertaken. 

4. The manner in which the corporate powers are to be 
exercised. 

5. The names of directors, the manner of their election, and 
the manner of filling vacancies. 
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6. The amount of capital (if a stock company). 
7. Any other particulars necessary to explain the purpose of 
the incorporation. 


The articles of incorporation are then submitted to the of- 
ficial counsel, who passes on the provisions and decides whether 
these provisions conform with the insurance law. If the charter 
meets with the approval of the legal counsel, the superintendent 
of insurance may then issue a certificate of authority to do busi- 
ness. If the name of the proposed company is similar to the 
name of any other company writing insurance, a certificate of 
authority may be withheld until the proposed company changes 
the name. This is done in order to avoid deceiving the public. 


Organization Meeting.—As soon as possible after the cer- 
tificate of incorporation has been approved by the state an or- 
ganization meeting should be held in the state in which the 
corporation proposes to operate. At this meeting the directors 
may be re-elected and at the same meeting or a subsequent 
meeting, the officers are elected. 

The by-laws, which have been previously prepared, are then 
adopted, together with all amendments that are necessary. 
These by-laws control the internal management of the company. 
They must not be inconsistent with the powers enumerated in 
the company’s charter; in fact, they merely provide the method 
by which the powers stated in the charter are to be adminis- 
tered. The superintendent of insurance then examines the by- 
laws and determines whether all the financial requirements 
have been met. If the company is a stock organization, the 
amount of capital required by law, and a surplus as well, must 
have been subscribed and paid for prior to commencement of 
business. Similarly, a mutual company, which is not required 
to have an initial capital and surplus, must have met the re- 
quirements, which are frequently a minimum number of ap- 
plications for policies for a certain amount of insurance and a 
guarantee fund. The company may then commence business. 


Board of Directors.—As a general rule, a majority of the 
board of directors is necessary to constitute a quorum for the 
purpose of doing business at a meeting. In the hands of the 
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board of directors are all questions of business management and 
policy; and their acts cannot be disputed by either the policy- 
holders or the stockholders, unless performed in violation of the 
powers of the company. Generally the board of directors ap- 
points various committees to which the ordinary powers and 
duties are delegated. Two of the important committees are the 
executive and finance committees. The executive committee de- 
cides on general questions affecting the methods of carrying 
on the business. The finance committee controls investments 
and decides on investment policy of the company. Questions 
of bank deposits and mortgage loans, as well as the sale and 
purchase of real estate and securities, are under the control of 
this committee. All committees are guided in their functions by 
the officers of the company. In general, it may be observed that 
the main function of the board of directors is to supervise the 
active management of the company. 


Department Organization.—The management of insurance 
companies is very similar to that of trust companies. At the 
head of the organization there is generally a president or other 
executive head. Theoretically, he is in charge of all depart- 
ments of the organization; in practice, however, he usually cen- 
ters his attention on one phase of the business. In many cases 
he is also chairman of the board of directors. ‘Immediately be- 
low the president is the vice-president. As the corporation 
grows in size, there may be a number of vice-presidents who 
are in charge of various departments. The vice-president may 
be appointed to supervise, with the assistance of subordinates, 
the following departments, depending upon the type of com- 
pany: 


Agency department Actuarial department 
Educational department Statistical department 
Underwriting department Real estate loan department 
Inspection department Policy loan department 
Loss department Publicity department 

Legal department Advertising department 
Registrar’s department Supply department 
Treasurer’s department Mailing department 


Comptroller’s department 
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AGENCY DEPARTMENT.—This is the most important de- 
partment. Its duty is to secure new business for the company. 
The amount of new business depends upon the ability of the 
agency department to develop agents in the various states in 
which the company operates. Frequently, branch managers and 
general agents are appointed to conduct the business in various 
localities. For the use of the agents this department prepares 
literature, such as instructions on how to write the business, 
house-organs, and educational booklets. 


EDUCATIONAL DEPARTMENT.—In many companies there is 
an educational department, the function of which is to educate 
agents and brokers in the various complex questions that arise. 
Often, especially in life insurance companies, correspondence 
courses in special subjects are conducted. There is a growing 
practice for the educational department to train groups of men 
in the routine and the underwriting practices of the home office, 
then give them training in the field, and thereafter appoint the 
people so trained as branch office managers in the various dis- 
tricts throughout the country. 


UNDERWRITING DEPARTMENT.—The task of this depart- 
ment is the proper selection of risks. Personal investigation, 
as well as the statements made in the application, may be re- 
quired for proper exercise of judgment. The department may 
appoint necessary medical examiners, if the matter is one of 
life insurance or accident and health insurance; or, in matters 
of property insurance, it may employ special help to investigate 
the application or to make a physical inspection of the risk. 


INSPECTION DEPARTMENT.—This department is usually 
found in casualty companies and fire companies. Its duty is to 
aid the underwriting department in its selection of risks based 
upon physical conditions. Furthermore, if the risk had been 
accepted, inspectors are sent from this department to aid in 
reducing its hazard to a minimum. This is done by advising 
the insured how to reduce his rate by introducing devices and 
showing him how to keep his plant in the best physical condition. 


Loss DEPARTMENT.—This department adjusts claims. It 
makes an investigation of each claim, concludes whether the 
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claim is to be rejected or paid and, in the latter case, determines 
the amount. The proper operation of this department means 
much for success. The payment of just claims without undue 
emphasis on technicalities will help any company. 

LrecAL DEPARTMENT.—This department is usually super- 
vised by the chief counsel of the company. He is required to 
approve the legality of various applications and policy forms 
used in the underwriting department. The department handles 
the legal phases of the company’s payments in case of loss, 
makes searches of titles in connection with real estate and mort- 
gage transactions, prepares bonds and deeds, and defends the 
company in any law suits. In addition to the legal duties im- 
posed upon the company by virtue of the business of insurance, 
the counsel may be called upon to represent the company in 
connection with state legislation affecting insurance and to see 
that the company complies with the various insurance laws. 


REGISTRAR’S DEPARTMENT.—This department keeps a rec- 
ord of all applications made for insurance, as well as a copy of 
all policies issued. It may be said to be the central information 
bureau for the different departments of the organization. 


TREASURER’S DEPARTMENT.—This department is the cus- 
todian of all securities and funds of the company, and in addi- 
tion keeps a record of all financial transactions. Under the 
direction of the treasurer is a cashier. The treasurer is usually 
a member of the finance committee of the organization. He 
advises the committee on investments, on the status of the com- 
pany, and on the financial condition of banks in which the com- 
pany’s funds have been deposited. 


CoMPTROLLER’S DEPARTMENT.—The accounting of the 
company is under the direction of the comptroller. His depart- 
ment keeps a record of all receipts and disbursements. In addi- 
tion, the department acts as auditor of the various financial 
statements rendered by the agents. 


ACTUARIAL DEPARTMENT.—This department is found for 
the most part in life insurance companies, but there is a tendency 
at present to introduce it in all lines of insurance. In fact, many 
casualty companies have already introduced such a department, 
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The purpose of the actuarial department is to prepare a scien- 
tific basis for rates. The members of the department draw up 
experience tables, assist in calculating premium rates and re- 
serves, and determine dividends. 


STATISTICAL DEPARTMENT.—This department cooperates 
with the actuarial department, where the latter exists. The pur- 
pose of the statistical department is to prepare figures analyzing 
the results of the company’s operations. Where the company 
carries on multiple lines of insurance, the premium as deter- 
mined by lines, losses, cost of doing business, and miscellaneous 
statistical information is prepared by the statistical division. This 
division, in addition, cooperates with the comptroller’s depart- 
ment by furnishing figures for use in the general ledger of the 
company and for the financial statement. 


REAL EstaTE Loan DEPARTMENT.—This department func- 
tions especially in insurance companies which make a practice 
of investing large sums of money in real estate loans. Its prin- 
cipal function is to pass on applications for loans and to report 
on their advisability to the finance committee. 


Poticy Loan DEPARTMENT.—This department is found in 
life insurance companies where policies have a cash surrender 
value or loan value. 


OTHER DEPARTMENTS.—In addition to various departments 
which have been enumerated, there may be a number of other 
departments. Among the more important are the following: 

1. Publicity department, the purpose of which is to maintain 
proper relationship between the insurance company and 
the public, and keep the company before the public. 

2. Advertising department. 

3. Supply department. 

4. Mailing department. 


Insurance Agents.—As stated previously, the business of 
insurance is developed mainly through agents. Applications for 
insurance do not frequently come to the insurance company 
from the individuals desiring insurance. In fact, insurance com- 
panies usually do not look with favor upon an applicant coming 
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directly to the company, except, in cases where the company 
operates without agents. The latter is the situation especially in 
some mutual fire and casualty companies. 

Since the great bulk of insurance is not obtained directly 
from the applicant, it is essential to have persons, known as 
agents, properly equipped to bring in business. As a general 
rule the agent must obtain a license from the state through 
a particular company in order to be permitted to act as agent 
for the company. After he is licensed he receives from the com- 
pany a contract containing the following: 


1. Rates of commission paid for each line of insurance. 

2. The power of the agent to issue policies. 

3. Prohibition of rebating, which is the practice of return- 

ing a portion of the commission to the insured. 

4. The method of making remittances of premiums. 

. A stipulation providing that if a contract is terminated, 
the books of the agent belong to the insurance company 
and must be turned over to it. 

6. A provision in some contracts that the agent cannot write 

the same lines of insurance for another company. 


on 


Types of Agency Systems.—There are three important 
types of agency systems: (1) the general agency, (2) the 
branch office, and (3) the direct reporting agency. 


General Agency.—The general agency system is the oldest 
of the three. Under this system the company appoints a gen- 
eral agent and usually gives him exclusive control over speci- 
fied territory. He, in turn, appoints a number of sub-agents 
who are responsible to him alone. He makes contracts with 
the sub-agents, pays their commissions, and controls their ac- 
tivities. For the most part, the first concern of the general 
agent is to obtain the maximum business from his district ; and 
he devotes more of his time to this than to supervising the ac- 
tivities of sub-agents. The general agent receives a commission 
on his own business and an extra commission on all business 
produced through sub-agents. Out of these commissions he 
pays all necessary office expenses. At times he receives a share 
of the profits produced by his agency. 
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Brancu Orrice.—Under the branch office system, the com- 
pany operates directly in the various territories. Branch offices 
are opened under a manager who is paid a stipulated salary. 
It is the duty of the manager to obtain agents who can produce 
business. In addition, he must understand the routine duties 
connected with various problems that arise in the office from 
day to day. If the branch develops business in excess of the 
normal amount expected, the branch officer often is paid a bonus 
in addition to his salary. 


Direct Reportinc AGENcy.—Under the direct reporting 
agency system, agents are appointed by the home office and 
given a certain territory in which to operate. In most cases 
each agent is given exclusive control over a certain territory. 
The essential difference between the general agency system and 
the direct reporting system is that the general agent operates 
through sub-agents who produce business for him. 


Special Agent.—To increase the number of agents in the 
field, the insurance companies appoint special agents, not to sell 
insurance, but to travel throughout the country forming agen- 
cies in territories where there have been none. Some special 
agents are trained at the home office. They are also prepared to 
lend their assistance in increasing the amount of business of the 
various producing agents. 


The Broker and the Insured.—In some cases the agent or 
the branch office accepts business from people who solicit the 
insured directly, but have not contractual relationship with the 
insurance company. Such persons are known as brokers and 
are paid a commission depending upon their premium writings. 
The broker may be said to be a representative of the insured. 
He, therefore, has no power to issue policies or to decide on 
premium rates. He can offer his business to any company. In 
some states it is necessary to pass an examination before one is 
permitted to solicit business as insurance broker. In some cases, 
a broker is required to subscribe to the underwriting practices 
of certain bureaus before such bureaus will permit a member 
company to pay the broker any commissions. 
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Reasons for Reinsurance.—The solvency of an insurance 
company may be threatened by heavy losses on its policies. A 
life insurance company may therefore be unwilling to insure a 
single life for, say, $250,000. A fire insurance company may 
for the same reason not care to assume the entire hazard of 
insuring a large building. 

Under the stress of competition, a company may find it diffi- 
cult to refuse an application for insurance in excess of the com- 
pany’s limits. If the agent were advised that the company he 
represents limited the insurance on any risk to $5,000 and if he 
were offered a risk for $100,000, he would be compelled to place 
the $95,000 excess insurance with several companies in the ca- 
pacity of broker. This procedure would be unsatisfactory to the 
agent as his commission would probably be thereby reduced. 
Furthermore, it might irritate the insured if he did not desire 
more than one policy. 

Because of the convenience afforded by large-amount poli- 
cies, companies which accept this business are likely to be 
favored. Accordingly, many companies encourage their agents 
to write large-amount policies for their clients. 

To survive the heavy losses which might follow the insuring 
of large-amount risks, insurance companies have devised a 
method of spreading the risk by reinsurance with other com- 
panies. Originally the method of reinsurance was as follows: 
A company analyzed the various risks on its books and found 
that the risks were too large or too hazardous. It then re- 
quested another company, transacting similar business and oper- 
ating in the same market to accept a certain portion of its risks. 
In return for this acceptance, the first company would accept 
a portion of the risks of the second company. From this begin- 
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ning there developed ultimately companies which were or- 
ganized primarily to accept risks of other companies. 


Principles of Reinsurance.—A reinsurance transaction is a 
transaction in which the company accepting the risk cedes a 
part of that risk to another insurance company. In considera- 
tion of the acceptance of the risk, the reinsurer receives a pre- 
mium from the company which originally accepted the risk, just 
as the original company received a premium from the insured 
for the acceptance of the risk. 

The original idea was that the reinsurance was primarily 
a benefit to the company giving away part or all of the risk. 
In accordance with this idea, the rates charged for reinsurance 
were high. Upon discovery of its profitability when properly 
underwritten, however, reinsurance has proved a benefit to the 
original insurer, the policyholder, and the reinsurance company. 

In general practice, the insured receives from the writing 
company a policy for the full amount of the risk. In case of 
loss he must look to that company for indemnity. He has no 
information of the manner in which the company reinsures its 
liabilities. 

If a claim is made by the policyholder, he must notify the 
company which issued the policy and that company, in turn, 
notifies the reinsurance company that a loss has occurred under 
the reinsurance agreement. The insuring company adjusts the 
claim and pays to the policyholder the amount due. The rein- 
suring company then pays its due proportion to the company 
from which it accepted liability. The insured is concerned only 
with the company that issued the policy to him, and collects the 
amount of loss directly from that company. 


Types of Reinsurance Systems.—There are two important 
types of reinsurance systems: facultative reinsurance and treaty 
reinsurance. 


Facultative Reinsurance.—If an insurance company de- 
sires to reinsure a particular risk or part of a risk, the faculta- 
tive reinsurance system is used. This situation arises when an 
insurance company finds it necessary to accept a large risk, or 
decides that certain risks on the books expose it to a great haz- 
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ard. The insurance company then sends its representative into 
the insurance market to discover whether or not any insurance 
company will accept part of the risk. 

Under the system of facultative reinsurance, the reinsurer is 
usually liable for a portion of the risk, under the same terms 
and the same obligations as the ceding company. The reinsur- 
ance premium is determined with each transaction. Since there 
is no agreement to accept that contract, the reinsurer may de- 
mand any premium. The premium charged may be higher than 
the premium charged by the ceding company to the policyholder. 
Since facultative reinsurance may not be favorable to the ceding 
company, it is used only to protect the insurance company against 
excess losses. 

During the past decade, large companies have acquired con- 
trol of small companies in the fire insurance lines. The group 
of companies is known as a fleet. Through the use of these 
smaller companies, the controlling company has found an easy 
outlet for the reinsurance of its surplus lines, and at the same 
time has been able to retain indirectly, because of financial in- 
terest, the premiums which would otherwise have been ceded 
to other companies. 

Incidentally, the controlling company is benefited by being 
able to accept, from the members of the group, reinsurance 
which heretofore had been disposed of through foreign chan- 
nels, 

This practice still retains a measure of the racultative process 
because of the fact that each member of the fleet, as a rule, 
may desire to retain the privilege of accepting each risk. There 
is a wide latitude, however, for obtaining the protection de- 
sired, because of the possibility of a greater spread of the busi- 
ness and the acquisition power of the leading member of the 
group. 

DANGERS OF FACULTATIVE REINSURANCE.—The use of fac- 
ultative insurance exposes a company to the following dangers: 


1. The company may wish to accept a large risk from an 
agent and yet be unable to accept the full risk because 
of doubt as to its ability to obtain facultative reinsurance. 
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2. If the company accepts a large risk and facultative reinsur- 
ance is not obtained, the company exposes itself unduly. 

3. Since reinsurance is obtained for each risk, and the re- 
insurance company may be situated at a distance from 
the ceding company, a loss may occur before reinsur- 
ance is effective, 


Treaty Reinsurance.—The reinsurance treaty is a contract 
between two insurance companies, whereby the direct insurer 
agrees to cede, and the reinsurance company agrees to accept, a 
certain proportion of all business. 

Reinsurance treaties are divided into two classes: excess 
cover treaties and quota share treaties. 


Excess Cover TREATIES.—The terms of the excess cover 
treaty provide that the insurer retain a certain amount of the 
risk and the reinsurer accept a portion of the excess above the 
fixed amount retained by the insurer. To illustrate the excess 
cover, assume that an insurance company desires to retain 
$5,000 liability on all risks. An agreement may then be made’ 
with a reinsurer whereby the reinsurer agrees to accept a cer- 
tain amount, such as $5,000, of each risk over $5,000. If, for 
example, the original insurance company accepts a risk of 
$6,000, the direct insurer would retain $5,000. This leaves a 
balance of $1,000 which the reinsurer would accept. In case 
the risk accepted were $4,000, then the reinsurer would not 
share in the risk. 


Quota SHARE TREATIES.—The terms of a quota share 
treaty provide for a fixed participation of the reinsurance com- 
pany in every risk accepted by the ceding company. Under the 
conditions of the treaty, the ceding company cedes a portion 
of every risk assumed, regardless of whether or not the amount 
is within the underwriting limit which it has set itself. It gives 
the reinsurer an interest in the numerous lines which ordinarily 
a company would keep entirely to itself, and it tends to pro- 
duce a good underwriting profit for the reinsurer, provided, of 
course, that the ceding company has been careful in the selec- 
tion of risks. Since the reinsurance company participates in 
each and every risk, the reinsurance company is, therefore, in 
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practically the same position as the insurance company which 
directly underwrites the risk. The direct-writing company is 
vitally interested in the type of risk accepted, because it is likely 
to suffer an underwriting loss in case the business is unprofit- 
able. 

Treaty reinsurance as explained above has been considered 
from the standpoint of the relationship between one insurance 
company and one reinsurance company. This is known as first 
line reinsurance. 

It is not uncommon for a ceding company to have another 
treaty which is known as second line treaty, and in some cases 
there is also a third line treaty. That is, after ceding a portion 
of a risk to one reinsurance company, the direct-writing com- 
pany can cede portions of the remaining risk to other reinsur- 
ance companies. To maintain protection satisfactorily under a 
pyramiding process of this nature, the ceding company must be 
sufficiently large to guarantee a fairly adequate income for its 
reinsurers. 

Treaty reinsurance agreement may be automatic or open. Un- 
der the automatic treaty the direct-writing company is obli- 
gated to cede a portion of every risk of the claims described 
by the treaty. The reinsurance company is bound as soon as 
the direct-writing company accepts the risk. The open treaty 
provides that the direct-writing company has the right to cede 
whatever risks described by the treaty it desires to cede to the 
reinsurance company. 

Under treaty reinsurance, the reinsurance company is com- 
monly notified of transactions on a form called a bordereaux. 
All essential details regarding the transactions are typed on the 
bordereaux, and these are sent to the reinsurer at intervals, ac- 
cording to the terms of the contract. Considerable economy in 
details has been effected by the use of the bordereaux method. 

Under the treaty contract, the ceding company usually has 
sole underwriting powers, and the reinsurer is bound to accept 
all items without protest and to honor all drafts for losses which 
may occur under the contract. The contract mutually arranged 
and agreed upon contains all of the conditions under which ces- 
sions can be made. As long as the parties thereto follow the 
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terms of the contract, the fortunes of the reinsurer are depend- 
ent upon the ceding company’s good judgment and careful se- 
lection of risks and, above all, good faith. Some contracts may 
provide that borderline risks be submitted to the reinsurance 
company on a facultative basis. 

There may be occasions when, through clerical error, the 
ceding company has failed to notify the reinsurer of an amount 
which, under the reinsurance contract, is a legitimate amount 
to reinsure and the error is not discovered until a loss occurs. 
Some treaty contracts provide that a risk must be bound by 
the reinsurer before the cession is effective. In many treaty 
arrangements, however, if the error is satisfactorily explained, 
the cession is permitted to be dated back. Of course, there is 
danger in leniency in matters of this kind, and the ceding com- 
pany leaves itself open to criticism if many such cases occur. 

A commission is paid to the original company for the busi- 
ness ceded. The reason for this is that all the cost of under- 
writing, acquisition, and preparation of bordereaux is borne by 
the ceding company. The reinsurer must maintain a fully 
equipped office, but the expense is low in comparison with that 
of the direct writing company. 

Some reinsurers allow extra commissions in addition to the 
regular rate of commission paid to the ceding company. The 
feasibility of this plan is a moot point because the reinsurance 
is effected automatically in any agreement, on all risks, and no 
particular effort is made by the ceding company to select the 
better class of risk for the reinsurer. 

Provisions for taxes and fees may be included in the rein- 
surance contract, as chargeable to the reinsurer. In some cases 
it is doubtful if the rate of commission charged by the ceding 
company is sufficient to cover the entire expense chargeable to 
the reinsurer. Nevertheless, the fact must be remembered that 
the ceding company derives ever-ready assistance and protec- 
tion from the reinsurer, and that this is the chief purpose of the 
treaty. 


Insurance Pools.—On occasion, a risk involves hazards that 
no company desires to accept individually. To meet this situa- 
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tion, insurance companies may enter a pool agreement. Various 
state laws, for example, require employers to obtain compen- 
sation insurance. If insurance companies were to refuse any 
specific employer’s risk, that employer would be unable to obey 
the law. These insurance companies which are expected to write 
compensation insurance for employers of the state might be 
censured for this refusal. To escape criticism, insurance com- 
panies may form pools to underwrite certain classes of compen- 
sation risk subject to a high degree of hazard. 

Any member company of the pool may write a risk covered 
by the pool agreement subject to the rulings of the agreement. 
Under this agreement, each company assumes liability for a cer- 
tain portion of the risk. 

The amount of liability accepted by each company depends 
upon several factors, including the financial condition of the 
company and its underwriting practices. While the pool is not 
an insurance company, it affords a means whereby an individual 
risk or a group of risks may be distributed among the various 
companies desiring or required to participate in the insuring of 
certain types of business. 


Underwriters’ Agencies.—In certain branches of insurance, 
such as fire, a risk may be accepted jointly and severally by a 
group of companies writing that type of insurance. In this 
event the insured may have the right to hold all or any of the 
companies named in the policy for the full amount of the loss. 
Had the risk been accepted otherwise, the insured could have 
looked to each company for no more than the amount as speci- 
fied in each policy. 


Excess of Loss Insurance.—A company may desire to limit 
its loss ratio in a given line of insurance. If prepared, for exam- 
ple, to suffer a loss ratio of 60%, the company could negotiate 
an “excess of loss” insurance contract, whereby the reinsurance 
company would pay any loss above a stipulated percentage. It 
is also possible to limit the loss percentage of the reinsurance 
company. This restriction would obviously impose limits on the 
underwriting policy of the direct-writing company. This form 
of reinsurance is desirable to limit the effects of catastrophes 
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which might otherwise seriously affect underwriters of particu- 
lar lines of insurance. 


Portfolio Reinsurance.—A company may desire to ter- 
minate its liability on risks in a certain line of insurance or to 
retire from all risks written through a specified agent. By 
a form of reinsurance called portfolio reinsurance, the company 
may then reinsure the specific risks of a certain line of insurance 
or the entire business of the particular agency with another 
company. 

A company may become insolvent, in which event the policy- 
holders, as well as claimants, may suffer loss. Insurance com- 
panies in their own interest are usually concerned about the 
insolvency of other companies. The practice, then, is for one 
or a group of insurance companies, if possible, to reinsure the 
insolvent company. Sometimes a company will reinsure another 
company even if there will be a loss. The reinsurance company 
will, however, acquire the plant of the company reinsured and 
probably obtain a number of the agents of the reinsured com- 
pany. There is another possible source of profit, too, for the 
company which reinsures in bulk an insolvent company. The 
reinsuring company may be able to wind up the business at a 
lower expense rate than the company reinsured could and favor- 
able claim adjustments may be made, if the amount of lia- 
bility is not fixed by the policy. 


Retrocession.—The basis of rate-making for a reinsurance 
company is the same as that for a direct-writing company. The 
law of averages applies to reinsurance as well as to insurance. 
Reinsurance companies must, therefore, be as careful as direct- 
writing companies to avoid concentration on similar risks. If, 
for example, a reinsurance company found itself heavily loaded 
with risks of certain types, it could arrange for the further 
reinsurance of part of these risks. When the reinsurance com- 
pany cedes part of these risks, the process is known as retro- 
cession. The ability of the reinsurance company to reinsure 
some of its risks further enhances the security of the insured 
and makes possible the success of the reinsurance company. 


CHAP TE Ra2s 
INVESTMENTS OF INSURANCE COMPANIES 


Investment Problems of Insurance Companies.—When an 
insurance company accepts a premium, the funds so acquired 
must be used, in part, to pay future claims and to provide for a 
return of a portion of the premium to the policyholders, in case 
the policy is cancelled before the policy period has elapsed. To 
meet these future obligations or reserves, the funds are in- 
vested in various forms of securities. Since the funds so in- 
vested are in effect a guarantee that the liabilities will be paid 
as they mature, great care should be used to guard against loss 
through investments. 

Insurance contracts run for both short and long periods of 
time. In general, short-term insurance policies are used to pro- 
tect against loss of property while long-term policies provide 
protection against loss of human life. The investment problem 
of funds covering short-time risks is for the most part not 
difficult. Short-term investments and bank deposits can take 
care of the obligations. A company writing short-term risks 
should build up reserves, however, to meet possible future 
catastrophes. The problem of investing funds to meet this need 
is quite similar to the investment problems of life insurance 
companies. 

The reserves for claims and unearned premiums of insurance 
companies present two important characteristics, as follows: 


1. Liabilities are estimated on the basis of past experience. 
In the absence of a catastrophe, the reserve may generally be 
calculated scientifically. Hence, the amount of assets required 
to meet the reserve may also be determined with fair accuracy. 

2. Inits investment practices, the company need not generally 
consider changes in the purchasing power of the dollar as far 
as reserve for premiums and unpaid losses are concerned, since 


524 


INVESTMENTS OF INSURANCE COMPANIES 525 


the obligation is to pay dollars. The changing price level, how- 
ever, is of much concern in connection with the capital or sur- 
plus of a stock company and with the operating expenses of any 
company. Variations in the purchasing power of the dollar may 
also have a marked effect in certain lines of insurance, where 
the company’s liability is measured in terms of replacement 
values. 


Investment Principles.—Several important factors govern- 
ing the investment policy of insurance companies are: (1) secu- 
rity of principal, (2) adequacy of yield, (3) necessity of diversi- 
fication, (4) marketability, and (5) maturity. 

SECURITY OF PRINCIPAL.—Security of principal is the most 
important investment element, since the primary purpose of an 
insurance company is to pay claims. Investments of a specula- 
tive nature which involve the possibility of large profits as well 
as large losses should therefore be avoided. | 


ADEQUACY OF YIELD.—The premium charged to the policy- 
holders in many cases anticipates interest to be earned from 
investments as part of the premium. If the insurance company 
is to meet future liabilities, its yield from investments must at 
least equal this anticipated interest earning. Because risk or- 
dinarily varies in direct proportion to yield, insurance com- 
panies do not assume a high rate of interest on investments, 
3% frequently being the rate employed. The average yield may 
be in excess of the minimum required. In the life insurance 
field the excess has generally been used to reduce the cost of in- 
surance to the policyholder. 


Necessity OF DIVERSIFICATION.—An insurance company 
should not concentrate in investments. A good practice is to 
avoid putting too much in a single investment, or in a single 
class of investments, or in investments which are interdepend- 
ent, or which depend upon the prosperity of one section of the 
country. Investments should be distributed geographically and 
among the various classes of securities. State statutes have been 
enacted to enforce this principle of diversification. 

Decreases in earnings due to unfavorable conditions in cer- 
tain businesses at various times are to be expected. Since other 
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groups of business may at the same time be enjoying favorable 
conditions, the principle of diversification enables a company 
to avoid serious decreases at any given time. 

Diversification of investments will also protect the general 
investment fund, in case securities in which the insurance com- 
pany has invested are later affected by a change in the manage- 
ment of the company which issued the securities. Of course, an 
insurance company should not invest funds where there is in- 
formation of possible future change in management which 
might affect adversely the security value. 


MARKETABILITY.—Under normal conditions, an insurance 
company need not pay special attention to marketability of se- 
curities. Usually current income will be sufficient to meet dis- 
bursements. In the event of a catastrophe, however, the insur- 
ance company would have to sell some of its investments. In 
such an event, marketability would have to be considered. As 
the insurance company usually possesses various types of securi- 
ties, there may always be securities which are about to mature 
or which could be sold in the open market. The fact that mar- 
ketability of securities is not important enables insurance com- 
panies to invest funds in mortgages on improved property which 
offer an attractive interest rate. 


Maturity.—Because marketability of securities is not 
stressed, an insurance company should have on hand sufficient 
liquid funds to meet claims as they mature. Furthermore, in- 
surance companies must consider the relationship between pres- 
ent and future interest rates. Sometimes a company will be 
carrying large amounts of cash on hand. One reason for this 
is that the financial executive is expecting a change in market 
prices, which in turn will affect the interest yield in favor of the 
insurance company. 


Legal Restrictions.—The various states have imposed re- 
strictions on the investments that a company may make. Essen- 
tially the purpose of these statutes is to make explicit the prin- 
ciples that govern the sound investment of funds, and at the 
same time to see that these principles are observed. In making 
explicit the principles, the law states the type of securities that 
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may be purchased. The laws are not standard throughout the 
country. In general, they state the types of investments for capi- 
tal and the types of investments for reserves and surplus. The 
laws permit wider latitude in investments for reserves and sur- 
plus than for capital. 

The various legal restrictions serve the following purposes: 


1. Insuring sound investments and preventing speculation. 
This may be seen in the laws which limit the purchase of stock 
or real estate. Other laws require all purchases of securities to 
be authorized by the board of directors. Still other laws pro- 
hibit any director or officer from making or asking a profit in 
any transaction involving his company. 

2. Elimination of improper practice. This is illustrated by 
the laws which prohibit participation in the underwriting oper- 
ations of a security pool, or prohibit the insurance company from 
carrying on any other business except insurance. 

3. Forcing investments in certain fields. This may be illus- 
trated by legislation which requires life insurance companies 
to invest a percentage of the assets, carried to meet the reserve 
on policies of residents of a state, in the securities of that state. 


Investments Permitted.—The laws generally restrict in- 
vestments to the following classes : 


1. Bonds of the United States, any state or territory of the 
United States, and farm loan bonds issued by the fed- 
eral land banks. 

2. Bonds, notes, warrants, or obligations of any city, town, 
county, borough, township, municipality, or other gov- 
ernment district located in the United States. 

3. Loans upon unencumbered real estate up to a stipulated 
percentage such as two-thirds of its fair market value. 

4, Loans upon life policies, not exceeding the net value of 
the policy at the time of making the loan. 

5. Stocks and bonds or other evidences of indebtedness of 
any solvent domestic corporation. A life insurance com- 
pany is usually not permitted to invest in common stocks, 
though certain states are more liberal in this respect. 
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6. In those states where companies transact business abroad, 
they are permitted by statute to invest in the securities 
of foreign governments sufficient amounts to qualify 
under the laws of those countries to do business therein. 

7. Real estate, if the property was acquired for the conduct 
of the company’s business. 

8. Real estate, if acquired in satisfaction of debts previously 
contracted in the course of business or obtained under 
foreclosure to save the company from loss. In these 
cases, the real estate must be disposed of within a limited 
period which the insurance commissioner may extend 
if he decides the company will suffer materially from 
forced sale. 


Effect of Economic Conditions.—To a great extent, the 
investments made by insurance companies have been affected 
by economic conditions existing at the time the investments 
were made. During the period immediately following the Civil 
War there was a great need for capital to construct our rail- 
roads. Insurance companies invested heavily duiing the period 
in securities of railroads. During the World War, insurance 
companies made extensive investments in various bonds issued 
by the United States Government. In the past the funds of in- 


surance companies have met the capital needs of the building 
construction industry. 


Suitability of Investments.—Because of legal restrictions, 
investments of insurance have been made in the following 
classes: stocks, bonds, collateral loans, mortgage loans, real 
estate, and policy loans. The general suitability of these invest- 
ments may be briefly considered. 


StocKs.—Stocks may be objectionable as an investment for 
insurance companies on the following grounds: 

1. If the insurance company has less than a controlling inter- 
est, the investment is at the mercy of those holding the 
majority interests. 

2. If the investment is large, there is the temptation to control 
the company. This means participation in a business 
which is foreign to the business of insurance, 
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Bonps.—Legislation tends to favor investments in bonds 
which may be purchased with due regard to security, yield, 
diversification, marketability, and maturity. Furthermore, if a 
bond is a long-time issue, the investment expense is low. On 
the other hand, bond investments possess the serious disadvan- 
tage of a declining yield as the security back of the issue de- 
creases. 


COLLATERAL Loans.—These are loans secured by stocks or 
bonds as collateral. This form of investment is advantageous 
to an insurance company with large amounts of cash on hand 
at times when it is inadvisable to purchase securities. 


Mortcace Loans.—Mortgage loans offer insurance com- 
panies a very favorable form of investment, since, though not 
easily marketable, they offer an attractive interest. yield. This 
fact may be demonstrated in the case of a life insurance com- 
pany which maintains its reserves on a 3% basis though earn- 
ing a higher percentage on mortgages. Of course, there are 
grave dangers in investing in mortgages. To protect itself, an 
insurance company should demand a title insurance policy from 
the mortgagor, as well as adequate insurance protection against 
loss of the improvement by accident, such as fire. As stated 
previously, the insurance laws generally prohibit loans in ex- 
cess of a specified percentage of the market value of the prop- 
erty. After issuance of the mortgage the market price and 
earning power of the property may decline. In this event, the 
insurance company might have to foreclose the mortgage and 
take a deed to the property. This danger may be minimized 
by a good mortgage department and a proper geographical dis- 
tribution of mortgages. 

Another way to safeguard mortgage investments is to re- 
quire the reduction of the principal by payments over a period 
of years. The advantage of this requirement is that the margin 
of safety will be maintained or increased. 

In addition to the attractive yield that mortgage investments 
offer, they permit a company to build up good will. Continued 
investments of this type bring the company close to the average 
man and help in the fight to gain favorable public recognition, 
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REAL Estate.—The various legislatures are opposed to the 
investment of insurance funds in real estate on the following 
grounds: 


1. The investment is frequently speculative. A decrease in 
price may cause a permanent loss in assets. 

2. The investment cannot be marketed as easily as securities 
listed on the stock exchanges. 

3. Determination of the actual value is difficult. 

4. The investment requires the insurance company to enter a 
business foreign to that of insurance. 


Poticy Loans.—These are advances made on life insurance 
policies. The rate of return is attractive and there is ample se- 
curity for the loan. If the insured does not repay the loan, the 
policy will be cancelled and the cash surrender value will be 
used to repay the loan. Nevertheless, extensive use of the policy 
loan is not good for the insurance company. As stated previously, 
if the loan is not repaid, the policy is lapsed and the number of 
the policyholders reduced. 


Investment Control. With their growth, insurance com- 
panies, especially of the stock type, may seek to control many 
industrial corporations and thus become investment trusts. 
The management may be content to write insurance at a loss 
if necessary, if at the same time the initial capital, surplus, and 
collected premiums can be invested for control. Should this 
condition develop, it is certain that legislation will effect the 
cure. 


Valuation of Investments.—Investments that insurance com- 
panies make are further regulated by the method of valuation. 
Companies are required by law to carry certain assets at market 
value. If, for example, a stock were purchased during the year 
for $125, and the market value were $150, the stock would be 
valued at $150 in the financial statement. On the other hand, if 
the market price were $120, the latter value would have to be 
used for the statement. The theory on which this procedure 
is based is that the assets should be carried at the realizable 
value. Certain objections to this method may be mentioned: 
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1. If the market prices fluctuate rapidly, each day will see 
a new valuation of the stocks. 

2. If the market value is less than the book value, the mar- 
ket value should be used; this is good conservative practice. 
If, however, the market value is greater than the book value, 
the book value might be used. A note might be added to the 
statement informing the public as to the amount of the market 
value above the book value. If this suggestion were followed, 
the surplus would not be increased by a fluctuation in the 
market. 

3. This practice may lead to difficulties. If there should be 
a serious break in the market prices, even though temporary, 
a company might find itself theoretically insolvent. Further- 
more, in time of national distress, the stock exchange may dis- 
continue to function or prices may be pegged at certain artificial 
levels. In this event, the insurance departments would be forced 
to set figures based on artificial prices. In fact, there have been 
times in the past when market values were not used, and prices 
were fixed by the National Association of Insurance Commis- 
sioners. 


Amortization.—Companies are permitted to use a different 
method for valuation of bond investments. The method used 
by insurance companies may be illustrated by the following: 
Suppose a company maintains its reserve on the assumption that 
money is worth 3% per annum. Having funds available for 
investment, the company seeks to purchase desirable securities. 
A bond paying 5% was purchased during the year at $1,109.75. 
On December 31, the market value of the bond was $1,099.75, 
$10 less than the purchase price. Companies with sufficient sur- 
plus theoretically need never be concerned with a forced sale of 
securities to obtain cash to meet maturing claims, and the as- 
sumption is that the bond will be held to maturity. Further- 
more, a life insurance company need not concern itself with the 
fluctuation in the market price as long as the interest is paid and 
the principal is paid at maturity. Therefore, all that is required 
of the company is to provide funds sufficient to pay off the 
excess cost of $109.75 at maturity of the bond, and thus avoid 
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any depletion of assets. The method used to provide for excess 
cost is to accumulate the amount of interest received in excess 
of the required yield. This procedure is called amortization. 
Table 24 illustrates the amortization of a $1,000 bond bear- 
ing 6% interest purchased at $1,035.85 yielding 5% interest. 


TABLE 24. AmortTizATIon oF A $1,000 Bonp Brearinc 6% INTEREST 
PurcHasepD AT $1,035.85 YIELDING 5% 


Semi-annual | Semi-annual Amount 


Date Interest on | Interest on for Book 
Bond Book Value | Amortiza- Value 
at 6% avo tion 
bi, WO. co aoc ot $1,035.85 
Evite, URES eho os $30.00 $25.90 $4.10 1,031.75 
fatlyaelOSORS eran 30.00 Des) HS) 4.21 1,027.54 
Jari clO4 Oe ee rope: 30.00 25.69 4.31 1025225: 
Naly7, O40 rae oc 30.00 25.58 4.42 1,018.81 
i aire el OAs res cere 30.00 25.47 4.53 1,014.28 
Uribe WO op odo 30.00 25.36 4.64 1,009.64 
Farle 942 eerie 30.00 25.24 4.76 1,004.88 
July Ano 42 ee renee 30.00 DUS NDA 4.88 1,000.00 


Table 25 gives an example of the accumulation schedule for 
a $1,000 bond bearing 4% interest payable semi-annually pur- 
chased for $956.24, yielding 5%. 


Taste 25. ACCUMULATION SCHEDULE For A $1,000 Premium Bonp 


BEARING 4% INTEREST SEMI-ANNUALLY PURCHASED FOR 
$956.24 YrELDING 5% 


Semi-annual | Semi-annual Amount 


Date Interest on | Interest on for Book 
Bond Book Value } Accumula- Value 
at 4% ation 7G tion 
uly aetOS Saree $ 956.24 
JanseelO3Oe vet ce: $20.00 $23.91 $3.91 960.15 
JulyeelOSORR eae 20.00 24.00 4.00 964.15 
Ana O4OR. ors hee 20.00 24.10 4.10 968.25 
Niuly e040 eer: 20.00 24.21 4.21 972.46 
Allen OA le eee 20.00 24.31 4731 976.77 
Ly og LO los eeaerces 20.00 24.42 4.42 981.19 
Allyn O4 eee 20.00 24.53 4.53 985.72 
JulynlO42e eae ee 20.00 24.64 4.64 990.36 
Jane 19432 eer 20.00 24.76 4.76 995.12 
July, 2194333 eee 20.00 24.88 4.88 1,000.00 
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CONSIDERATIONS FOR OR AGAINST THE PRACTICE OF AMOR- 
TIZATION.—The practice of amortization has been both com- 
mended and criticized. The contention is that market value 
should be used. The merits of this contention may be sum- 
marized as follows: 


1. Since an insurance company is a trust institution, there is 
only one test for value and that is the market value. If a large 
number of bonds were offered in the market, the market price 
would probably decrease. Therefore, market price is only a 
theoretical price. Furthermore, the market price might be af- 
fected favorably or unfavorably by the operation of a pool. 

2. By the use of amortized values higher than the market 
value over a period of time, the surplus is increased by a fic- 
titious amount. In fact, it is possible that a company might be 
solvent if its bonds were valued on the amortization basis and 
yet, if the company decided to liquidate, the assets would be 
insufficient to meet the reserve. As an answer to this argument, 
the contention is made that a company need not concern itself 
with liquidation. Under ordinary circumstances, the company 
would continue in business long after the maturity of the bond. 
Therefore, if the security back of the bond is good and interest 
is paid regularly, no consideration need be given to market 
value. 

3. If amortized values are used, mistakes in investments may 
be hidden from policyholders. This argument is answered by 
the fact that whenever a financial statement is prepared a sched- 
ule must be annexed stating the purchase price, amortized value, 
market price, and interest yield. 

4, If the company must sell bonds carried on the amortized 
basis and the market price is lower than the amortized value, a 
loss will be suffered. The answer to this contention is that usu- 
ally the ordinary income from premiums and investments is 
more than sufficient to pay disbursements. If the company ex- 
pects to disburse more than the income, maturities of bonds may 
be arranged to provide for the difference. Losses may occur 
when there is a lack of coordination between the investment de- 
partment and the actuarial department which computes the re- 
serves; when investments are made without considering the ma- 
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turity of claims; and when a catastrophe is experienced. These 
possibilities, however, are remote. 


5. The tendency is to sell those bonds whose market values 
are above the amortized value, and keep bonds whose amor- 
tized values are below the market price. This might seriously 
affect the solvency of the company. The answer to this conten- 
tion is that insurance companies purchase bonds as a permanent 
investment. While the investment department of an insurance 
company studies the market closely, blocks of bonds owned by 
the insurance company are not normally thrown on the market. 
Insurance companies are usually purchasers and not sellers of 
investments. 

6. An anomalous situation arises when insurance companies 
purchase the same type of bonds and carry them at different 
amortized values on their statement. One company, for exam- 
ple, might purchase a bond of a certain issue paying 101, and 
another company might purchase a bond of the same issue at 
102. Since the premium in each case is different, the amortized 
value would be different. While this may be anomalous, corre- 
sponding anomalies may be found in other fields. An insurance 
company, to take another case, may give $15,000 on a mortgage 
on one house at 5% and the same amount on an adjoining 
house, which is similarly constructed at 6%. Nevertheless, each 
mortgage is carried at $15,000 in the financial statement. 

7. The difference between the amortized value and market 
price might be used as surplus out of which dividends are paid. 
The answer to this argument is that a prudent management 
would give consideration to its sources of surplus. 


Insurance Stocks as Investments.—The investments of in- 
surance companies have become so huge that many individual 
investors are guided, in the investment of their own funds, by 
the investments made by insurance companies. As a result of 
this development, many have become interested in the shares 
of stock insurance companies. 

Other incentives for investment in insurance stocks include 
the following: 


1. Profits made by certain companies. 
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2. Capital requirements of large companies which must be 
met in part from outside sources. 

3. Appeal to local sympathy for subscriptions in a local com- 
pany. 


The value of insurance company stocks is largely determined 
by the profit made from underwriting risks and the return on 
investments. Theoretically, the value of the outstanding stock 
may be obtained by determining the balance remaining, after 
deducting the liabilities from the assets. If this balance is di- 
vided among the total shares outstanding, the value of each 
share will be theoretically determined. As far as insurance 
stocks are concerned, the theoretical value will be affected by 
the following considerations : 


1. Management. This factor may be ascertained by the past 
record of the company. 

2. Excess of estimated claim reserves. Reserves should be 
adequate. The amount set aside, however, may be more than 
needed to pay the claims. 

3. The reserve for unearned premiums. This reserve which 
is set aside by the fire and casualty companies may be greater 
than necessary. The fact that the company has disbursed a good 
part of the premium received for expenses, practically at incep- 
tion of the policy, is not considered in computing the amount of 
reserves necessary for unearned premiums. For example, the 
following expenses have to be paid almost immediately: prep- 
aration and issuance of the policy contract, underwriting and 
investigation of the risk, and commissions. These amounts are 
not deducted from the unearned premium reserve. Further- 
more, if the risks accepted are good, that portion of the un- 
earned premium reserve available for future losses may not be 
entirely consumed. 

4. Assets for which the insurance company cannot take 
credit in computing the surplus. In computing surplus, the com- 
pany is not permitted by law to include certain assets. Exam- 
ples of such exclusions are accounts due over 90 days in the 
case of fire and casualty companies and furniture and fixtures. 

5. Possible increase or decrease of the value of investments 
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in stocks and bonds. Valuation of the stocks and bonds in the 
company’s portfolio will depend upon careful analyses of the 
issuing corporations and estimates of their future earning 
power and the trend of future market prices. 

6. Good will. A company which has developed a good loyal 
agency force is in a position to make profits. The development 
of an efficient force requires time and money. Insurance com- 
panies constantly seek executives who are popular with agents. 
Certain companies also spend money for national advertising 
designed to make their names known to the public at large. A 
commercial organization might set up an asset for good will, 
representing at least the money spent in developing good will; 
but insurance companies are not permitted to count good will, 
for any amount, as an asset. Any money spent for this pur- 
pose is deemed a disbursement. 


CHARTER 29 
STATE SUPERVISION 


Insurance companies permitted to do business in several 
states frequently find different statutes concerning the same sub- 
ject in the various states. An attempt to eliminate some of the 
differences has been made through the organization of the Na- 
tional Association of Insurance Commissioners, in which the 
insurance department of each state has membership. This asso- 
ciation has prepared uniform legislation and rulings for use 
in each state. 

Broad powers and duties have fallen to the state depart- 
ment which has supervision over the insurance companies. These 
functions are customarily administered through one individual 
called the insurance commissioner or superintendent. As an 
illustration of the extensive powers of the superintendent, the 
statute may provide that the superintendent of insurance has 
been granted by the legislature the power to administer the 
law in any way that will best promote the interest of the peo- 
ple. In view of the broad powers granted to the superin- 
tendent, he frequently makes general rulings on a given subject 
which will guide his future decisions. As those rulings are as- 
sumed to be for the best interest of the business, insurance com- 
panies generally follow these rulings. A new commissioner is 
not necessarily bound by the rulings used by any predecessor. 
He may change these rules to meet any new situation. 

The powers of the commissioner or superintendent cover the 
following activities : 

. Examination of insurance companies. 
. Incorporation of insurance companies. 
) Sale iof stock. 

. Licensing of companies. 

. Reserves of insurance companies. 

. Investments of insurance companies, 
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7. Cost of doing business. 

8. Deposits of insurance companies. 

9. Wording of policies and endorsements. 

10. Regulation of rates. 

11. Acquisition of business. 

12. Discrimination and rebating. 

13. Settlement of disputes between insurance companies and 
insurers. 

14. Licensing of brokers and agents. 


Examination of Insurance Companies.—Under the law, the 
insurance commissioner has the power to examine all records 
of insurance companies. It is customary to provide by law for 
periodic examinations at intervals of not less than, for example, 
five years. The commissioner may appoint assistants to conduct 
the examination. When an examination is completed, the as- 
sistants must report to the commissioner in writing the facts 
ascertained by the examination and recommendations for cor- 
rections and improvements. The commissioner may publish 
these reports, and it is customary to give representatives of the 
company a hearing before any report is published. Hearings 
demanded by the company or held by the commissioner for any 
other reason are conducted informally. 


Incorporation of Insurance Companies.—The incorpora- 
tion of insurance companies is strictly controlled. Statutes gen- 
erally provide a definite minimum amount of capital for the in- 
corporation of a stock insurance company that desires to accept 
risks in certain lines of insurance. If the proposed corporation 
is to be a mutual, the law may require a guarantee fund as well 
as a specified amount of business available for the proposed 
corporation, before the company is permitted to transact busi- 
ness. There is usually a requirement for a minimum number 
of incorporators. One law requires 13 incorporators. 

In certain states the certificate of incorporation is issued by 
the secretary of state. The decision of the insurance depart- 
ment usually guides the secretary of state. Any group of per- 
sons who desire to form an insurance company may visit the 
superintendent of insurance in order to ascertain his opinion 
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concerning the desirability of forming the corporation and what 
requirements he may demand in order that the group may receive 
permission to form the insurance company. 


Sale of Stock.—The law exercises control over the sale of 
stock of an insurance company. Before stock may be sold, a 
license must usually be obtained from the insurance department. 
The superintendent must be satisfied in the following before 
granting the license: 

1. The plans and purposes of the organization. 

2. A reasonable amount of stock will be issued and sold at 
an adequate price. 

3. Commissions and salaries for the sale of the stock will 
be fair. 

Licensing of Insurance Companies.—Perhaps the greatest 
power of the insurance commissioner is his power to grant 
licenses without which no company has the right to do business 
in the state. A license must be issued by the superintendent 
whether the company is one organized in the state or a foreign 
corporation organized in another state, or an alien corporation 
organized abroad. In most states the license is issued annually, 
but in others, domestic companies are required to obtain one 
license which continues unless and until renewed. The insur- 
ance superintendent may revoke or refuse to renew the license. 
Any company which operates without a license cannot usually 
sue for premiums which are due from policyholders. An agent 
of a particular state who does business for a company which is 
not licensed in the state is held personally responsible for any 
losses suffered by an insured who obtained a policy through the 
agent issued by the unlicensed company. The grounds on which 
licenses may be refused are numerous and may be classified as 
general or specific. The general ground is illustrated by the 
laws of one state providing that the superintendent may refuse 
to issue a license, if in his judgment such refusal will best pro- 
mote the interest of the people of the state. 


Reserves of Insurance Companies.—The state is usually 
little concerned with the accounting methods of solvent indus- 
trial companies. However, the insurance law gives the super- 
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intendent power to regulate the valuation of reserves of in- 
surance companies. Important reserves of an insurance com- 
pany are reserves for unpaid claims and reserves for unearned 
premiums. The various insurance laws aim to regulate the val- 
uation of these reserves. For example, the law may describe 
the method of computing the reserve for unpaid claims due un- 
der the various forms of liability policies. The insurance 
department may regulate the method of computing the premium 
which has not yet been earned by the company and is, therefore, 
a liability of the company to the policyholders. Similarly, the 
insurance department supervises the method whereby the re- 
serves of life insurance companies in connection with policies and 
annuities are calculated as the law may name the table which 
the life insurance must use to compute these reserves. 


Investments of Insurance Companies.—The insurance law 
limits the investments of life insurance companies. Fire, cas- 
ualty, and marine insurance companies, however, have wide in- 
vestment powers, already discussed at length in Chapter 28. 


Cost of Doing Business.—In the interest of financial safety, 
some legislation has been directed to limiting administrative 
expenses of insurance companies. Efforts to control expendi- 
tures have been applied usually to all departments except the 
claim department. Certain laws, for example, set limits on ac- 
quisition costs for the first year of life insurance policies. Un- 
der another law, the entire amount of administrative expenses 
of several types of mutual companies is limited to a specified 
percentage of premium income. 


Deposits of Insurance Companies.—The various insurance 
laws provide that the insurance company must deposit a definite 
amount of security with the state. The purpose of this deposit 
is to protect claimants. The general creditors cannot participate 
in this deposit until all claims of third parties arising out of 
policy contracts and the rights of policyholders are settled in 
the state in which the deposit was made. 


Wording of Policies and Endorsements.—The wording of 
several policies issued by the insurance companies has been 
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enacted into the law, as exemplified by the provisions of the 
standard fire insurance policy. Each company which desires to 
cover any fire insurance risk must use the policy form stated 
in the law. Many laws require specific clauses, known as stand- 
ard policy provisions to appear in certain policy forms. The 
standard policy provisions of life, accident, and health insur- 
ance policies are examples of this type. Some statutes require 
the use of standard endorsements. For example, liability poli- 
cies may be required to provide that bankruptcy of the insured 
does not release the company from liability against third parties 
with claims against the insured who has become bankrupt. 
Finally, certain statutes require companies to use only policy 
forms approved by the superintendent of insurance in certain 
lines of insurance. 


Regulation of Rates.—The insurance law may provide for 
regulation of rates. Under certain statutes, the superintendent 
must supervise the rates in certain lines of property insurance 
to insure their adequacy. Under other statutes the insurance 
company must file rate schedules with the state and obtain ap- 
proval before the rates may be used. The insurance commis- 
sioner may be empowered to order an increase as well as a re- 
duction in rates. The power to regulate rates incidently gives 
the superintendent the power to regulate various rules and prac- 
tices of the insurance companies. 

Rates for the life insurance business are regulated through 
laws requiring the use of certain standard life insurance tables 
for computing reserves. The law may also regulate payment 
by mutual insurance companies of dividends which result in a 
reduction of the premium charge and provide the methods when 
and whereby guarantee funds of mutual companies may be re- 
turned. 


Acquisition of Business.—The insurance law regulates the 
methods by which insurance companies can acquire business. 
Companies are prohibited from misstating any facts or omitting 
any pertinent facts orally or in any publication. Sometimes 
business is obtained by misrepresenting the facts concerning a 
policy in another company. This is known as “twisting” and is 
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a serious offense under the insurance law. Furthermore, the 
law prohibits statements concerning future dividends that may 
be paid by mutual companies. 


Discrimination and Rebating.—The law prohibits discrim- 
ination between like risks. If the risks present exactly the same 
hazard, each risk must be charged the same rate. Under the 
law all policyholders are assumed to be treated alike. There- 
fore, the law is violated if a commission is paid to an agent or 
broker who in turn gives part of his commission to a policy- 
holder. The law seeks to prevent bribery or other inducements 
for the purchase of insurance. Under one law, for example, the 
most that can be spent on the insured is one dollar and this 
only in the form of an advertisement containing the name of 
the agent or broker. 


Settlement of Disputes Between Insurance Companies and 
Insured.—Frequently when an insurance company refuses to 
pay a claim the insured must resort to legal action, which may 
involve considerable expense. Some laws have given the super- 
intendent the right to interfere in disputes. The department of 
insurance may have a complaint bureau to help claimants and 
attempt the settlements of disputes. If the dispute involves a 
question of law, however, the bureau will not interfere. 


Licensing of Brokers and Agents.—Under the law none can 
act for an insurance company as an agent or represent the in- 
sured as a broker until an application is filed giving informa- 
tion concerning the individual. References may also be re- 
quired. In the past granting of permission by the state to act 
as agent or broker, followed the filing of the application. There 
is a tendency in some states to require the applicant to pass the 
examination concerning his knowledge of insurance. The law 
of one state provides that the applicant for a license to act as a 
broker or an agent for any company, except a life insurance 
company, must have been employed in the business for one year 
or have taken a course in insurance. 


CHAPTER 30 


LEGAL INTERPRETATION OF THE 
INSURANCE CONTRACT 


General Principles——An insurance policy is a conditional 
contract whereby the insurance company agrees to pay the in- 
sured for some specified loss, damage, or liability which may 
arise from some contingent event. To validate the contract, 
there must be present a specific risk which the insurance com- 
pany assumes. 

The policy may cover any loss resulting from the negligence 
of the insured, provided there is no fraud on his part. If the 
loss results from an intentional act of the insured, there is usu- 
ally no liability under the contract. It is against the law for an 
insurance company to assume a risk which is illegal. The in- 
surance policy, therefore, must be regarded, not as a wagering 
contract, but as a contract whereby the insured aims to avoid 
any loss contingent upon some scientifically measurable element 
of chance. 

The contract of insurance is regarded as an executory con- 
tract. It is executed usually on one side by the payment of the 
premium covering the policy period, and on the part of the in- 
surance company, it remains executory. The insurance com- 
pany completes its part of the contract by providing protection 
against the potential loss assumed by the contract, or by in- 
demnifying for actual loss. The contract may include condi- 
tions which must be met by the insured, in order that he shall 
be entitled to the payment of any claim under the policy. For 
example, a mercantile burglary insurance policy requires the 
insured to keep records from which a loss may be accurately 
determined. If this condition has not been met by the insured, 
he is not entitled to the benefits of the policy. 

The insurance contract is usually personal in nature. When 
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the insured purchases a policy from the insurance company, he 
considers the character, the credit, and standing of the insur- 
ance company. Likewise, the insurance company investigates 
the character, standing, and attitude of the applicant for insur- 
ance. 

Since the contract is personal it attaches only to the person. 
If, for example, an owner protects his property by insurance 
and then sells his property, the new owner is not automatically 
entitled to the coverage. As a general rule, the contract does 
not accompany the property. There are, however, a few excep- 
tions to this general rule. Property, for example, may be cov- 
ered by a perpetual fire insurance policy which automatically 
follows the owner, in whatever hands the property may be. 

When entering into a contract of insurance, both sides must 
observe good faith. They must disclose all the necessary and 
material facts which affect the issuance of the policy. 

The essential purpose of the insurance contract is indemni- 
fication. If the insured stands to gain in case of loss, the con- 
tract is void on the grounds that it involves a wager. As a 
general rule, the amount to be collected by a policyholder on 
property insurance for a loss cannot be agreed upon in advance, 
unless allowed by statute. Valued fire insurance policies, for 
example, are permitted by statute in certain states. 

The life insurance contract, like that of insurance for pro- 
tection against property loss, is theoretically based upon the 
principle of indemnity but, unlike the property insurance con- 
tract, it is actually not a contract of indemnity. This lies in 
the nature of the case. With regard to property, in the ab- 
sence of a law permitting valued policies, the liability of the 
insurance company is the replacement value of the property, 
generally at the time of loss. It is impossible, however, to state 
with accuracy a valuation of any man’s life. The insured arbi- 
trarily decides the money value of his life for himself. Of two 
individuals with the same financial standing, one may carry 
policies for only $5,000, the other policies for $50,000. Both 
have valid contracts, since a life insurance policy for any 
amount is valid if the company is willing to issue the policy 
to the insured. Therefore, the principle of indemnity, while 
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theoretically operating in life insurance, does not actually oper- 
ate. It has, however, in certain cases, power to make the life 
policy partially void. If, for example, a creditor has obtained 
a policy on the life of a debtor to guarantee payment of a debt 
due from the insured and the amount is greatly in excess of 
the obligation, the policy will be enforceable only for a reason- 
able amount. 


Insurable Interest.—To recover on an insurance policy, the 
one who obtains the insurance must have an insurable interest. 
Insurable interest has been variously defined. With respect to 
property, it exists where the insured has a pecuniary interest in 
preserving property or, in other words, where the insured will 
suffer loss by the destruction of property. A person has an in- 
surable interest in a property if the destruction of the property 
would cause him a money loss, the loss of a legal right, or the 
creation of liability. 

The following are examples of an insurable interest in prop- 
erty: 

1. Ownership of property in fee. 

2. Interest arising from the giving of a mortgage on property. 

3. Interest on account of acting as a bailee, commission 
house, or warehouse man in connection with property. 

4. Interest which arises as a result of occupying the property 
as a tenant, and the possible loss of use of the property 
as a result of a contingency, such as fire. 

5. The interest which arises from law-imposed liability for 
the property of others. A railroad carrier, for example, 
is liable for any loss or damage to property in its pos- 
session, except through an act of God, war, or invasion 
or inherent nature of the goods. 


The valuation of the insurable interest is limited to the in- 
sured’s interest in the property. The recovery, for example, by a 
lessee who has insured the property against fire, is limited to the 
cash value of his lease. 

A valid insurable interest should generally exist at the time 
that the policy is issued. In certain cases the policy is valid if 
the insurable interest exists at the time of the loss. If there has 
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been a suspension of the insurable interest, the contract is not 
invalid, provided the interest has been recovered at the time the 
loss occurs. 

Similarly, there must be an insurable interest to support the 
contract of life insurance. The insurable interest must exist 
when the life insurance policy is issued. Every person has an 
insurable interest in his own life. He can usually insure his life 
for the benefit of his own estate or for any other person whom 
he cares to designate as his beneficiary. The beneficiary does 
not have to possess an insurable interest in the policyholder’s 
life, when the policy is issued to the policyholder and not the 
beneficiary. Blood and marriage relationship, such as that of 
father and child and of husband and wife, is sufficient to sustain 
the requirement for insurable interest. Accordingly, in the ab- 
sence of statutory provision to the contrary, the beneficiary may 
procure insurance on the life of another person closely related 
to him by blood or marriage. Furthermore, a commercial rela- 
tionship is sufficient basis for insurable interest. For example, 
one partner may pay for a life insurance policy upon the life of 
the other partner, to protect himself against suffering a loss 
upon his partner’s death. 

As distinguished from other branches of insurance, subse- 
quent termination of the insurable interest will not invalidate 
the life insurance contract. If, for example, a creditor has ob- 
tained a life insurance policy to protect his loan in case of pre- 
mature death of a debtor, and the debt is later paid, the policy 
is not void. 


Divisibility of the Insurance Contract.—As a general rule, 
the contract of insurance is generally regarded as an entire con- 
tract and not as a divisible contract. If, however, the intention 
of the parties was to make the contract divisible, it will be so 
interpreted by the courts. When, for example, a contract is ne- 
gotiated covering several pieces of property for which separate 
premiums are paid, the invalidity of one part of the contract will 
not make the entire contract void. This interpretation will not 
be permitted if contrary to any condition of the contract. When 
the contract contains a statement that any misrepresentation or 
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breach will render the entire policy void, this statement is rigidly 
interpreted as applying to an indivisible contract. In case the 
misrepresentation does not materially increase the hazard, how- 
ever, the contract may not be invalidated. 


Validity of Contract.—The following elements that are re- 
quired for the validity of any contract must also be present in 
an insurance contract: 


1. There must be an agreement which arises from an offer 
by the insured and an acceptance by the insurance com- 
pany. 

2. Both parties must be legally competent to enter into a 
contract. 

3. The contract must be evidenced by the giving of a valuable 
consideration by the insured. 

4, The policy must be for a legal purpose and not one which 
involves violation of public policy. 

5. The policy must contain all the provisions which are re- 
quired by law. 


Parties.—As stated previously, every policy of insurance 
must have two parties—the insurance company and the insured. 
In addition, there may be a third person interested in the con- 
tract. Third parties that may be entitled to benefits under the 
policy include the beneficiary of a life insurance policy, the 
holder of a marine insurance certificate, an employee under a 
workmen’s compensation policy, and parties injured as a result 
of negligent driving by the owner or by the representative of 
the owner of a vehicle insured against bodily injury. 

In the absence of restrictive legislation, any individual, asso- 
ciation, or corporation may become an insurer. In other words, 
whoever wishes to go into the business for insurance may do so, 
as well illustrated by the individual underwriter at Lloyd’s. In 
the United States, however, the various states have imposed 
certain conditions upon all persons who desire to write in- 
surance. 

As stated previously, the business of insurance is usually con- 
ducted by corporations which are either stock companies, mutual 
- companies, or reciprocal organizations. The laws of the various 
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states impose both formative procedure and regulations for the 
conduct of these various organizations. 


Rights of the Foreign Insurance Companies.—Under the 
constitution of the United States, any citizen of one state has 
the same right to enter into a contract in a second state as a citi- 
zen who is a resident of the second state. Corporations do not 
come within the meaning of the word “citizen.” ‘The state, 
therefore, has the power either to exclude or admit any foreign 
insurance corporation on any condition which the state authori- 
ties deem reasonable. The license granted by the state to a for- 
eign corporation can be revoked by the state. 

If a statute makes the contract valid, in spite of the fact that 
the foreign insurance company has not met the requirements for 
admission to do business in the state, the contract is enforceable 
by the insured and may be enforced by the insurance company. 
The insurance company will usually be prohibited from setting 
up the defense that it has violated the law. If the law places a 
penalty upon the insurance company for doing business in vio- 
lation of the law, the contract is valid and the penalty is deemed 
exclusive. The policy, however, cannot generally be enforced 
against the insured. 


Competent Parties.—To enforce a contract of insurance, 
the parties must be legally competent. Anyone who can make 
a valid contract can become a party to the contract of insurance. 
An insurance contract made by an infant cannot be upheld 
against him on the ground that it is a contract for necessities. 
The contract is valid, however, unless disaffirmed by the infant. 
If the infant disaffirm the contract, he is not necessarily entitled 
to recover the premiums that have been paid. He may, however, 
obtain a portion of the premium if the policy so provides. 

Alien friends are competent to enter into a contract of insur- 
ance. A contract made by an alien enemy is void. During a 
period of war, contracts made by former alien friends, who 
have become alien enemies, are suspended. 

Following the general law of contracts, an insurance con- 
tract negotiated with a person of unsound mind is void, if he 
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has been judicially declared insane. When the insanity was not 
known at the time the contract was entered into, the contract is 
voidable. In case the insured becomes insane after the contract 
of insurance has been made and he cannot fulfill the conditions 
required by the policy, the insurance company is relieved from 
liability. If these conditions are not essential, however, insanity 
which arises after the making of a contract will not free an in- 
surance company from liability. 

To understand the status of a contract and the rights of the 
respective parties in the eyes of the law, the reader must com- 
prehend the significance of the terms “void,” ‘“‘voidable,” and 
“unenforceable.”’ When a contract is declared void, neither 
party is bound since the agreement is construed never to have 
originated. A voidable contract, however, may be set aside 
usually at the option of one party or he may choose to affirm the 
agreement and to bind the other party. An unenforceable con- 
tract differs from these two in having been valid in the first in- 
stance, but through some contingency is no longer enforceable 
in the courts. The validity of a debt under the Statute of Limi- 
tations and the occurrence of war are examples of contingencies 
which may render unenforceable otherwise valid contracts. 


Rights of Third Parties.—The rights of the parties under 
the policy are determined by a reasonable interpretation of the 
terms and the conditions stated in the policy. As stated pre- 
viously, it is possible that a third person may be entitled to the 
benefits of the policy. The third person may be a beneficiary 
under a life or accident insurance policy, a mortgagee, or an 
assignee. 


Rights of the Beneficiary.—As previously explained, a ben- 
eficiary is one who is designated by the insured to receive the 
amount designated by him under the policy. Under a life in- 
surance policy, the right of the beneficiary depends upon the 
method by which he has been designated; that is, whether he 
has been vested with the right to the proceeds absolutely or con- 
ditionally. If he has been vested absolutely without the reserva- 
tion by the insured of the right to change the beneficiary or, 
to use another term, without the right of revocation, the bene- 
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ficiary has a vested interest in the policy. While the policy is in 
force this right cannot be set aside by any of the acts of the in- 
surance company or of the insured without obtaining the con- 
sent of the beneficiary. Under these terms the right of the 
beneficiary may be defeated only by his death prior to the death 
of the insured. 

If the insured retains the privilege of changing the bene- 
ficiary, the latter has no vested interest but merely the expect- 
ancy of a benefit. On the other hand, the designation of the 
beneficiary may be conditional—contingent upon the happening 
of some prior event. The insured may, for example, appoint A 
as beneficiary, and in case of death of A, B as the beneficiary. 
If A dies before the insured, B then becomes the beneficiary. 

After a loss occurs, debtors as third parties can levy on any 
claim of the insured against an insurance company. This does 
not apply to insurance on property which is exempt from levy 
by statute. Policies of life insurance which are payable to the 
insured or his estate are subject, at maturity, to the claims of 
creditors. In addition, life insurance policies generally can be 
levied on before maturity, for the payment of debts, provided 
the policy has a surrender value. However, if the insured has 
designated a beneficiary, excepting his estate, the insured’s cred- 
itors have no right generally to any interest in the policy. 


Rights of the Assignee.—As a general rule, policies of in- 
surance provide that assignment cannot be made without the 
consent of the insurance company. If the consent of the insur- 
ance company has been obtained, the assignment is considered 
valid. The insurance company will be bound by the terms of the 
original contract, if the assignee has an insurable interest. 

The life insurance policy, unlike other types of policies, may 
be assigned to one who has no insurable interest, provided the 
assignment is made in good faith. 

The policy may be assigned conditionally, as well as abso- 
lutely. To illustrate an assignment of the conditional type, take 
the case of a policy assigned without the consent of the insur- 
ance company and held as collateral security for the payment 
of a debt. In this event, the right of the assignee to any pro- 
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ceeds of the policy is limited to the repayments of the debt and 
of charges that have been incurred. On the other hand, if the 
assignment has been absolute and there has not been any fraud, 
the assignee may be entitled to the entire proceeds of the policy, 
even if these be in excess of the amount advanced. 


Rights of the Mortgagee.—The right of the mortgagee as 
the third party under an insurance policy varies in accordance 
with the term of the policy. When the mortgagee has obtained 
the policy in his own name, the mortgagor has no right to the 
proceeds of the policy. If the mortgagor has insured for the 
benefit of the mortgagee, however, the proceeds in case of loss 
- must be applied to the payment of the mortgage and cannot be 
used to repair the property without the consent of the mort- 
gagee. 


Making the Insurance Contract.—To effect a contract, 
there must be an offer by one party and an unconditional ac- 
ceptance by the other. The form of the offer and acceptance is 
not important. The contract of insurance may be oral unless 
this oral contract is prohibited by statute. Furthermore, a tem- 
porary contract may be entered into orally in anticipation of a 
written contract. In any case, it must be a complete contract 
containing all the terms and conditions. 

To complete a contract, all the essential terms must be ex- 
pressed or implied. Furthermore, the validity of an oral con- 
tract prepared with an agent depends upon whether the agent 
of the corporation who is acting for the insurance company has 
the authority to make an oral contract. 

For the most part, the insurance contract is evidenced by 
some writing. This writing may be either in the form of a slip 
known as a binder or in the form of a policy. The binder is a 
written memorandum to be replaced later by a policy, and offer- 
ing protection temporarily to the insured. If a loss occurs while 
the binder is in force and before the policy is issued, the rights 
of the insured are subject to all the conditions contained in the 
policy subsequently issued. 

A contract of insurance may be based upon an application 
prepared by the insured. If the application is accepted by the 
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insurance company and if reference is made to it in the com- 
pleted contract, this application then becomes a part of the com- 
pleted contract and binds both the insurance company and the 
insured. By agreement the application, when accepted, may be- 
come a binding contract even though the policy is not issued. 

The completed contract of insurance naturally merges all oral 
statements which may have affected the transaction. In the ab- 
sence of fraud, it is presumed that the parties have consented to 
all the terms of the policy. Furthermore, any conditions which 
the insured is required to perform prior to the issuing of the 
policy must have been satisfied. The courts have held that there 
is sufficient delivery of the policy, when facts can be shown to 
prove that the insurance company intended to be bound by the 
policy. In the absence of specific agreement, it is not essential 
that the policyholder should have actual possession of the con- 
tract. 

The contract of insurance, as well as containing all the 
terms, may make reference to papers which are not physically 
part of the written contract. 

The contract may consist of the following divisions: 


1. Application and surveys which may be referred to in the 
policy and made part of the contract by the terms of 
the policy. 

2. All the terms set forth in the policy. 

3. Any endorsements made with the consent of the insured 
and the insurance company and attached to the policy. 

4. Provisions stated in the charter of the insurance company 
giving it the authority to write the insurance policy. 

5. Any statutes which may affect the policy. 


Consideration for the Contract.—The parties of the con- 
tract may make any arrangement they desire for the payment of 
premiums. Theoretically, premiums are supposedly payable in 
advance. However, in the absence of any provision concerning 
the payment of a premium, if the policy has been delivered to 
the insured, although the premium has not been paid, the policy 
is in full force and effect. When the policy provides that the 
premium must be paid in advance in order to complete the con- 
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tract, no evidence can be offered concerning the validity of the 
contract unless the premium has been paid, or payment in ad- 
vance has been waived by the insurance company. If the policy 
states that the premium has been paid, though contrary to fact, 
it is generally held that evidence of non-payment cannot be in- 
troduced. 

The consideration for the contract is the agreement on the 
part of the insured to pay the premium, or to pay the premium 
and any subsequent assessments. This latter provision, of 
course, applies usually to contracts with mutual insurance com- 
panies. Any assessments levied in accordance with the terms of 
_ the agreement can be legally enforced against the policyholder. 

If, for example, the insured fails to pay his life insurance 
premiums, the insurance company can terminate his policy, sub- 
ject to any rights provided for in the policy or by statute. 

The premiums may be paid by the insured, his agent, or any 
other person who may have an interest in the insurance. The 
mortgagee, who holds a fire insurance policy, obtained by the 
mortgagor and payable to the mortgagee, may pay the premium 
for the policy, if the mortgagor fails to do so. 

There is no assumption under the insurance contract of any 
agreement binding the insured to pay subsequent premiums for 
renewal of his policy. In the event, however, a policy provides 
for renewals, non-payment of the required premium terminates 
or limits the company’s liability. 

In the absence of express provision, the insurance company 
is not required to give the insured notice of the date on which 
the premium is due. 

For the protection of the insured, however, a number of 
states have passed laws requiring the insurance companies to 
give advance notice of the due date of premiums on certain 
policies. 

In life insurance, failure to pay the first premium renders 
the agreement unenforceable, unless the payment is waived. 
Non-payment of subsequent premiums, however, has no effect 
on the validity of the contract, unless the policy provides for a 
lapse. Statutes have been enacted defining the privileges of the 
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insured if he desires the policy to lapse. The usual privileges, 
as previously explained, are as follows : 


1. Cash surrender value. 
2. Extended insurance for full amount of policy. 
3. Paid-up insurance for less than the face of the policy. 


Non-payment of Premiums.—Courts generally dislike pol- 
icy provisions for forfeiture of the insured’s rights because of 
non-payment of premiums. The courts will, nevertheless, en- 
force the provision when there is no alternative. Under the fol- 
lowing conditions, however, failure to pay the required pre- 
mium cannot be held to mean forfeiture of rights: 


1. Waiver by the insurance company of the payment of 
premium at the time agreed upon. 

2. Failure on the part of the insurance company to notify 
the insured, where the agreement or statute provides that 
insured should be notified. 

3. Any act on the part of the insurance company which pre- 
vents the insured from paying the premium. 


In the absence of an express provision in the policy, no por- 
tion of the premium is returnable, even though the risk is ter- 
minated before the end of the period provided by the policy. 

This rule does not apply, however, when the risk is termi- 
nated by a wrongful act of the company or when the law re- 
quires a return premium for termination before the end of the 
contract period. If the insurance company was never liable 
under the policy, the premium paid must be returned. 


Voiding the Agreement of the Parties.—The agreement of 
the parties may be voided in case of fraud, mutual mistake, or 
lack of good faith between the parties. 

The exercise of good faith means that each of the parties to 
the contract shall disclose any fact which may be material, and 
that every statement made shall be true. Whether the fact is 
material or not depends upon whether or not such knowledge 
would affect the making of the contract by either party. In the 
making of the contract, the insured must state any material fact, 
the concealment of which would be regarded as an act of bad 
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faith, and must also tell truthfully any fact about which in- 
quiries have been made. Any representation which is essential 
to the contract may be regarded as a warranty. The conceal- 
ment of any fact that should be known makes the contract void- 
able in the hands of the injured party. If, however, the insured 
makes an incomplete answer, the contract is not void unless it 
can be shown that the insured acted in bad faith. 

As soon as the contract is completed, the insured need not 
disclose any new facts unless such disclosure is required by the 
policy provisions. Furthermore, under certain circumstances 
there are facts which need not be disclosed at the inception of 
the contract. These circumstances exist when (1) the insurance 
company and the insured should have known the facts; (2) the 
insurance company can reasonably be presumed to know the 
facts; (3) the insurance company waives information concern- 
ing any facts about which knowledge is acquired. 


Representations and Warranties.—A representation is a 
statement made to the insurance company as an inducement to 
the insurance company to issue a policy. Representations may 
be made prior to the issuance of the policy or at the time when 
the policy is issued. 

A false representation made either innocently or fraud- 
ulently may, if material, void the contract. A false representa- 
tion, if immaterial, in the absence of special statute has no effect 
on the contract. A representation dealing with future events or 
with anything about which accurate knowledge cannot be ob- 
tained is regarded as a matter of information. 

A warranty is a statement made in the policy or included by 
means of a reference in one of the terms of the policy. Each 
warranty is regarded as an essential part of the contract. If the 
insured has made an untrue statement or fails to perform the 
warranty, the policy may be voided regardless of the question 
of materiality. The warranty may be either affirmative or prom- 
issory. An affirmative warranty makes a statement with regard 
to the facts, and this statement is accepted at the time the con- 
tract is made. In a promissory warranty, the insured agrees 
that he will perform certain acts mentioned in the contract or 
that certain conditions will exist through the life of the policy. 
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The differences between representation and warranty may be 
summarized as follows: 


1. Warranties are an essential part of the contract, whereas 
a representation is an inducement to enter into the con- 
tract. 

2. Warranties must be stated in the policy or referred to by 
one of the terms of the policy. A representation may be 
oral, written in the policy or referred to by one of the 
terms of the policy. 

3. Warranties are presumed to be material. A representation 
must be proven to be material. 


On account of the tendency of courts to interpret provisions 
of the policy as warranties, statutes have been enacted waiving 
this condition. 


Subrogation.—Policies usually provide that after the pay- 
ment of a loss by the insurance company, the company is en- 
titled to subrogation of any rights that the insured may have 
against a third person responsible for the loss. Subrogation 
generally applies only to payment for loss of property and pay- 
ment to the injured under liability policies, if a third party is 
responsible for the loss. The right of subrogation is usually 
limited to the amount of loss and expense paid by the insurance 
company. 


Powers of Insurance Agents.—The business of insurance is 
carried on primarily through agents. The relation between the 
insurance company and its agents is created and terminated in 
accordance with the law of agency. Certain important princi- 
ples govern the law of agency. They apply to insurance as 
follows: 


1. One person, called the agent, cannot enter into an agree- 
ment for another, called the principal, unless proof can be 
shown that the authority for making this agreement was given 
to the agent. 

2. An agent has the authority to enter into an agreement of 
insurance, if the principal has apparently given the agent the 
authority. 


LEGAL INTERPRETATION OF CONTRACT 557 


3. The insured cannot be held liable for any secret limita- 
tion placed upon the authority of the agent unless it has come 
to the insured’s knowledge. 

4. Any fraudulent act committed by the agent in the course 
of his employment will bind the principal, even though the act 
was not authorized by the principal, always provided the insured 
was not a party to the fraudulent act, and provided the act was 
within the apparent scope of the agency. 

5. If the agent has knowledge of any material fact concern- 
ing the policy, this knowledge will bind the insurance company 
even though the fact was not communicated to his principal by 
‘ the agent. 

6. An agent cannot act for both the insurance company and 
the insured at the same time without the consent of both parties. 


Like agents, executive officers and directors are subject to the 
general law of agency. A broker is an agent of the insured who 
acts on behalf of the insured to procure a policy from an insur- 
ance company. The insurance company is, therefore, generally 
not liable for the acts of the broker. 

Under the law of agency, the agent cannot delegate the pow- 
ers which have been conferred upon him to any other person, 
that is to a sub-agent, unless this delegation of authority in- 
volves the performance of immaterial acts or the insurance com- 
pany has expressly or impliedly given the agent the authority to 
delegate his powers. The courts will hold that, under circum- 
stances, such as the following, the insurance company has given 
the agent implied authority to delegate his authority to others: 


1. The act was necessary to accomplish the functioning of 
the agency. 

2. The delegation of authority was in accordance with custom. 

3. The delegation of authority was known to the insurance 
company. 


The acts of a sub-agent bind the insurance company in the 
same manner as the acts of the agent, subject to limitations of 
the contract of agency between the insurance company and the 
agent. 

Limitations placed by the insurance company upon the agent 
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will bind the insured, provided the limitations are legal and 
have been properly communicated by one of the following 
methods: 


1. Specific statement in the policy. 

2. Limitations upon the agent’s authority in the application 
for insurance. 

3. Oral communication to the insured. 

4, Communication by separate instrument to the insured. 


If the limitations placed upon the activities of the agent are 
unreasonable or illegal, the limitations will be regarded as im- 
proper and of no effect on the rights of the insured. 


Reinsurance Contracts.—The reinsurance contract is sub- 
ject to the same legal interpretation as the insurance contract 
and to certain other special interpretations. These special inter- 
pretations arise from the nature of reinsurance and may be sum- 
marized as follows: 


1. The liability of the reinsurance company is measured by 
the liability of the ceding company. 

2. The policyholder as party to a contract with the ceding 
company obtains no rights against the reinsurance company. If, 
however, the reinsurance company has contracted with the di- 
rect writing company or otherwise expressly indicates its intent 
to pay the loss to the policyholder, he may as third party enforce 
this provision of the reinsurance contract. 

3. If a settlement made by the ceding company with the 
policyholder imposes liability which was not assumed by the 
reinsurance company, the latter is released from liability, 
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EN DE xX 


Abandonment clause, marine insur- 
ance, 184-185 
Abandonment form, rain insurance, 
155, 157-158 
Accidental death benefit, 43, 45-46 
Accident insurance: 
exclusions, 254-255, 268 
group, 267-268 
legal requirements for, 255-258 
medical examination, 256 
non-cancellable, 264-266 
ee insurance provisions of, 257- 
258 
policies, 248-259, 262-269 
rates, 263-264, 268 
standard provision of, 255-258 
underwriting problems, 264 
Accident plus reimbursement cover- 
age, 249, 258-259 
Accident prevention, agencies for, 
303-305 
Accidents: 
automobile, 22-23 
cause of, 288 
consequence of, 288 
death and dismemberment cover- 
age, 249, 259 
prevention of, 16 
risk of, 3 
Accounts, exclusion of, 78, 139, 143- 
144 


Accounts receivable insurance: 
exclusions, 409 
policy, 405, 409-410 
Accumulation of dollar, 66 
Accumulative deductible clause, 
twenty-five per cent, 168-169 
Acid and chemical damage endorse- 
ment, 417 
Acquisition cost, 9 
Acquisition of business, state regu- 
lation of, 538, 540-541 
A C R credit insurance: 
policy, 426, 437-438 
rates, 440 
Actual value policy, automobile fire 
insurance, 316 


Actuarial committee, New York 
Compensation Insurance Rating 
Board, 505-506 

Actuarial department, 
company, 510, 512-513 

Additional insurance (see Other in- 
surance) 

Additional interest clause, automo- 
bile liability, 311 

Additional named person endorse- 
ment, 215-216, 219 

Address, applicant’s, 46 

Adjuster, fire insurance, 83 

Adjustment : 

credit insurance premium, 440-441 

of claims rider, interim, 438-439 

marine insurance claim, 197-198 
Administration expense, 70 
Adverse: 

loss ratio, 131 

selection, 27, 35 

Bese legislation, prevention of, 
49 

Advertising department, 510, 513 

Advertising space form, rain insur- 
ance, 155, 162-164 

Aeronautics (see Aviation) 

Age: 

insured’s, 33, 73 

life rates based on, 6 
misstatement of insured’s, 42-43 
Agency: 
department, 510-511 
direct reporting, 514-515 
systems, 514-515 
Agents: 
commission, 70 
forbidden acts of, 43 
functions of, 513-514 
general, 514 
knowledge imputed to company, 86 
licensing of, 542 
life insurance, 48 
powers of, 556-558 
special, 515 
uniform commission, 495 
Air conditioning coverage, 138, 142 


insurance 
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Aircraft: 
coverage, 102-104 a 
coverage of passengers in licensed, 


damage exclusions, 136, 140 
hull coverage, 344-350 
Airlines, rates for, 361 
Air-meet coverage, 354 ; 
Air passenger injuries, indemnity 
for, 
Airport liability policy, 344, 352-354 
Airsurance policy, 344, 356-357 
Alarm system, burglar, 6 
Alien insurance companies, business 
of, ll 
Alleys, coverage of goods in, 100 
All risk clause, marine insurance, 191 
All risk insurance policies, 11, 405- 
419 
Alteration bond, bankers’ blanket 
forgery and, 465, 467-469 
Alterations : 
exclusion of plumbing system, 140 
major sprinkler system, 136 
permit for ordinary repairs and, 
92, 95-96, 281 
policy, 43, 255 
American: 
Experience Table, 63-68 
Museum of Safety, 304 
Society of Safety Engineers, 304 
Amortization of bond investments, 
531-534 
Amount of one dollar, table showing, 


Analytical schedule, rate determina- 
tion by, 129 
Annual guarantee bonds, types of, 
476-477 
Annuities: 
cash refund, 60 
ates ern: when purchasing 


deferred, 55-57 

deferred refund life, 55, 57 
group, 59-63 

immediate, 55 

installment refund, 60 

joint and survivorship, 55, 58 
life, 55-56, 60 

rates, 60 

refund life, 55-56 
retirement, 55, 57-58 
survivorship, 55, 58 
temporary life, 55, 58 

types of, 55-63 

with guaranteed payments, 55-56 
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Ante-dating rider, 438-439 
Appeal bond, 483-484 
Appliances, rate reduction for fire, 
126, 130-133 
Applicant: 
address of, 46 
date of birth of, 46 
Application: 
aviation hull coverage, 346-347 
hail insurance, 165-168 
insurance, 46-48 
pending, 47 
personal accident insurance, 354- 
356 
Apportionment provision, title insur- 
ance, 450 
Appraisals: 
fire insurance, 83 
title insurance, 449-450 
Appraisers, duties of fire insurance, 
8 


Approval, certificate of, 437 
Arbitrators, valuation by, 449 
Arrest bond, order of, 482-483 
Arson: 
campaigns against, 127, 498 
ca of Fire Underwriters, 
4 


investigation of, 125 
model law, 498 
Art galleries, coverage of, 222 
Art glass, 415 
Articles of incorporation, insurance 
company, 508-509 
Arts floater, fine, 213, 221-222 
Asphyxiation, 250-251 
Assessment insurance, 74-75 
Assignee, rights of, 550-551 
Assignment : 
automobile liability policy, 312 
before loss, 81 
life insurance policy, 19 
mortgage, 89 
notice of, 43 
of policy, 4, 13 
under voluntary compensation en- 
dorsement, 302-303 
Associations : 
fire prevention, 124, 126-127 
underwriters’, 492-506 
Assumed liability form, 
leakage, 137 
Auctioneers’ bond, New York City, 
479-480 
Auction rooms, dealers’, 222 
ee trailer endorsement, 216- 


sprinkler 
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Automatic coverage: 
automobile liability policy, 311-312 
fire insurance, 90-91, 121-122, 124 
position schedule bond, 458 
temporary fire insurance, 89-90 
Automatic premium loan, 34, 36 
Automatic sprinklers: 
endorsement to fire policy, 92, 99 
operation of, 125 
Automatic sprinkler system: 
damage to, 135 
exclusion of, 141 
major alterations and repairs of, 


rate reduction for, 126 
Automatic treaty reinsurance, 520 
Automobile: 
accident policy, 263-264 
accidents, 22-23 
hazards, 309-310 
property damage, 3 
theft bureaus, 503-504 
Automobile bodily injury liability 
policy: 
assignment of, 312 
provisions of, 310-313 
Automobile collision insurance: 
principles of, 7-8, 12 
protection by, 314-315 
rates, 331 
Automobile 
502-503 
Automobile comprehensive policy: 
coverage of, 320-321 
rates, 331-332 
Automobile dealer liability insurance, 
329-331 
Automobile endorsement, unattend- 
ed, 215-216 
Automobile fire insurance policy: 
actual value, 316 
endorsements, 317-320 
rates, 331-332 
stated amount, 316-317 
types of, 315-317 
Automobile fleet plan, 332-333 
Automobile insurance: 
compulsory, 338-341 
exclusions, 312-313, 321-322, 329- 
330, 350-357 
financial responsibility law, 513 
non-owned, 335-336 
principles of, 309-343 
rates, 323-329 
regional committees, 502-503 
special combined additional cover- 
age, 318-320 


committees, regional, 
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Automobile insurance :— (Continued) 
statutory, 338 
suspension of use provision, 338 


Underwriters’ Association, 497, 
501-503 

Automobile property damage insur- 
ance: 


liability, 310, 313-314 
principles of, 11 
Automobile public liability insurance, 
compulsory, 15-16 
Automobile service stations, cover- 
age of, 323-324 
Automobile theft insurance: 
endorsements, 317-320 
policy, 317 
rates, 331-332 
Automobile Underwriters’ Associa- 
tion, National, 497, 501-503 
Average: 
clause in fire insurance, 105 
clause in marine insurance, 183, 
189-190 
irrespective of percentage clause, 
0 


law of, 6 
Aviation: 
injuries excluded, 45-46 
legislation, 344 
Aviation insurance: 
fire rates, 358 
flying hour rates, 361 
group accident, 344, 356-357 
hull rates, 361 
lay-up provision, 362 
more planes than pilots rates, 361 
mortgagee’s interest policy, 361 
principles of, 344-362 
property damage, 350-351 
public liability, 350-351 
rates, 357-359, 361 
underwriting principles, 359-360 
Awards, workmen’s compensation, 
293-295 
Awnings, coverage of, 97-98 


Bacterial infections, exclusion of, 46 
Bad debt losses, allowance for, 409 
Baggage floater, tourists’, 217-219 
Bail bond, 482-483 
Bailee’s customers’: 

floaters, 226, 236-240 

laundry form, 226, 238 
Bandit-resisting enclosure, discount 

for, 402 
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Bank burglary and robbery insur- 
ance: 
exclusions, 398 
premium reductions, 398-399 
principles of, 386, 396-399 
rates, 398-3 99 
Bankers’ blanket bonds, 454, 463-464 
Bankers’ blanket forgery and altera- 
tion bond: 
endorsement, 469 
exclusions, 469 
provisions of, 465, 467-469 
Bank loans, insurance as collateral 
Oy ie) 
Bankruptcy Act, National, 421 
Bankruptcy clause, 4, 14 
Banks, fire protection of, 92, 104-106 
Barratry, 182 
gay parlor liability policy, 285, 
28 


Beneficiaries : 
change of, 33-34, 47 
education of, 42 
insurance as guardian of, 22 
name of, 33 
payment of specified installments 
to, 41-42 
rights of, 549-550 
Benefits, disability, 43-45 
Benzine naptha, exclusion due to, 82 
Bills, exclusion of, 78, 139, 143-144 
Bills of lading: 
latent defects clause in, 186 
negligence defect in, 186 
use of, 19 
Binder, provisions of, 89 
Birthday : 
applicant’s, 46 
proof of, 45 
Blanket, fire insurance policy, 90-91 
Blanket bonds: 
bankers’, 454, 463-464 
brokers’, 454, 463-464 
excess commercial, 459-462 
primary commercial, 459 
Blanket fidelity bonds, 454, 458-463 
Blanket forgery and alteration bond, 
bankers’, 465, 467-469 
Blanket policy, marine insurance, 180 
Blanket position bond: 
excess indemnity endorsement of, 
462-463 
provisions of, 459, 462-463 
salvage under, 462 
Blasting damage exclusions, 135, 139 
Blood poisoning, 250-251 
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Board of directors, insurance com- 
pany, 509-510 
Board of Fire Underwriters, Na- 
tional, 497-498 
Bodily infirmity (See Disease) 
Bodily injury: 
insurance rates, 323-329 
of factory worker, 22 
Bodily injury liability policy: 
additional interest clause, 311 
automatic coverage, 311-312 
automobile, 310-313 
Boiler insurance policy, steam, 363- 
374 
Boilers: 
cast iron, 371 
coverage of, 370-371 
Bonded warehouses, coverage of, 92, 
106-107 
Bonding company (See Surety com- 
pany ) 
Bonds: 
amortization of, 531-534 
annual guarantee, 476-477 
appeal, 483-484 
as investments, 527, 529 
auctioneers’, 479-480 
bail, 482-483 
pee blanket, 454, 463-465, 467- 
46 
blanket fidelity, 454, 458-463 
blanket position, 459, 462-463 
brokers’ blanket, 454, 463-464 
commission merchants’, 478-479 
completion, 475 
construction, 474-477 
contract, 454, 474-478 
court fiduciary, 454, 481 
court guarantee, 481-484 
crime protective, 470, 473-474 
depositors’ and commercial for- 
gery, 465-467 
destroyed instruments, 474, 477 
excess commercial blanket, 459-462 
family forgery, 465, 469-470 
federal officials’, 480-481 
federal payment construction, 476 
federal performance, construction 
or supply, 476 
fidelity, 10, 452-484 
fidelity versus renga 453 
fiduciary, 454, 481 
fraud, 454, 470-474 
government, 527 
individual fidelity, 454, 456-458 
license, 454, 478-480 


INDEX 


Bonds :—(Continued) 
local license and permit, 478-480 
lost instruments, 474, 477-478 
municipal, 527 
nate schedule, 457-458 
order of arrest, 482-483 
permit, 454, 478-480 
petitioning creditors’, 482-483 
plumbers’, 479 
position fidelity, 454, 458 
primary commercial blanket, 459 
proposal, 474-476 
public official, 454, 480-481 
restricted fidelity, 458 
security for costs, 482-483 
sheriff's indemnity, 483-484 
single merchants’ protective, 470, 

473 
stipulation for value, 482-483 
supply, 474-477 
surety, 10, 452-484 
tax collectors’, 480 
temporary importation, 478 
to discharge mechanic’s lien, 483- 
484 


treasurers’, 480 ; 
Borrowing power, insurance aid to, 
18 


Branch office: 
expense, 70 
system, 514-515 
Breakage clause, marine insurance, 


Breeders’ policy, live stock insurance, 


Bribery, prohibition of, 542 
Bridge builder’s risk form, 226, 244- 
245 
Bridge policies, 226, 244-247 
Bridge property damage form, 226, 
245-246 
Bridge use and occupancy insurance, 
226, 246-247 
Brokers: 
blanket bonds, 454, 463-464 
licensing of, 538, 542 
uniform commission, 495 
work of, 515 
Builder’s fire risk form, 92, 100-101 
Builders’ risk policy, marine insur- 
ance, 194-195 
Building: 
codes, 125, 127 
collapse of, 136 
Committee on Construction of, 497 
defective construction of, 130, 132 
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Building :— (Continued) 
exposure, 126 
fall of, 82 
fire appliances in, 130-133 
fire insurance form, 78, 99 
fireproof construction, 126 
in construction exclusion, 139-140 
management, 130-133 
materials kept in, 130-132 
non-fireproof mercantile, 129-130 
ownership waiver, 92, 95 
standard, 130 
unoccupied, 92, 98, 136, 140 
work performed in, 130-132 
Bullion, exclusion of, 78 
Bureau of: 
Air Commerce, 357 
Casualty and Surety Underwriters, 
National, 497, 499 
Bureaus, fire insurance, 91-92, 99 
Burglar alarm system, rate reduction 
for, 6 
Burglary losses, 3 
Burglary insurance: 
bank, 386, 396-399 
mercantile, 6 
mercantile open stock, 386, 392-395 
mercantile safe, 386, 395-396 
office, 386, 404-405 
residence, 385-392 
storekeepers’, 402-404 
Burial expense, 24-25 
Business : 
insurance, 19-20 
interruption insurance, 92, 108, 115- 
120 
liquidation of, 25 
needs of, 25-26 
Business address, applicant’s, 46 
Business cycle, investments and, 528 
Business expansion, insurance for, 
18-19 
Business failures, volume of, 421 
Busses, coverage of, 328 


Camera form, 213, 225-226 
Campaigns, fire prevention, 128 
Cancellation : 

by insured, 14-15 

by insurer, 14-15 

fire insurance, 77, 86-87 

policy, 33 

prohibited policy, 112-113 

right of, 4, 14 

riot, civil commotion and explo- 

sion policy, 144 
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Capital wealth, conservation of, 127 
Capsules, coverage of, 187 
Carelessness, elimination of, 128 
Cargo insurance: 

marine, 179-180 

rates for, 195 


ash: 
dividends, 40, 47 
refund annuity rates, 60 
surrender value, 28-29, 33-36, 44 
use of, 19 
Cast iron boilers, 370-371 
Casualty and Surety Underwriters, 
National Bureau of, 497, 499 
Casualty insurance: 
mutuals, 486-487 
underwriting, 10-11 
Cathedral glass coverage, 104 
Central organization, insurance, 47 
Certainty, element of, 17-18 
Certificates : 
inland marine insurance, 205-206 
marine insurance, 19, 194 
medical examination, 34 
of approval, 437 
C F credit insurance policy, 426-434, 
440 
Chain stores: 
automatic coverage for, 91 
multiple location coverage for, 92, 
121-124 
ee. funds, contributions to, 25- 


Charter party, 186 
Chattel mortgage: 
endorsement for, 98 
exclusion of property encumbered 
by, 79, 140 
property encumbered by, 136 
Checks: 
coverage of incoming, 472 
incoming, 474 
Chemical damage endorsement, acid 
and, 417 
Children, education of, 24, 42 
City governments, fire protection by, 
124-125 
Civil authorities, destruction by, 81, 
135, 139, 144 
Civil authorities clause, fire insur- 
ance, 92, 96 
Civil commotion: 
clause, 192-193 
coverage of, 144 
damage exclusions, 135, 139, 188 
endorsement, 318-319 
exclusions, 81 
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Civil commotion :—(Continued) 
insurance cancellation, 144 
need for, 143 
principles of, 143-148 
theft coverage, 144-145 
Civil war, damage exclusions, 46, 81, 
135, 139 
Claims: 
adjustment of marine insurance, 
197-198 
committee, 506 
incidence of title insurance, 447- 
448 


investigation of, 9 
notice of, 44, 256 
payment of, 83-84 
petty, 8 
settlement of, 409-410 
written notice of, 44 
Claims rider, interim adjustmex of, 
438-439 
Clamped glass, 415 
Class rates, modification of, 7 
Clause: 
bankruptcy, 4, 14 
deductible, 4, 7-8 
fire insurance, 91-124 
Cleaners’ and dyers’ form, 226, 236- 
238 


Clock and watchman, rate reduction 
for, 92, 99-100 
Cloudburst exclusion, 102 
Codes: 
building, 127 
municipal building, 125 
Coins, insuring, 6 
Coinsurance clause: 
fire insurance, 91-95, 124 
hail insurance, 170-171 
mercantile open-stock, 393-394 
motor truck shipper’s policy, 203- 
204 
title insurance, 450 
Sear floater, non-reporting, 
Collateral : 
loans, 529 
policy as, 33 
required by surety companies, 453- 
454, 484 
Collector of Customs, 107 
Collectors’ bond, tax, 480 
Collision deductible clause, 315 
Collision insurance: 
automobile, 7-8, 12, 314-315 
convertible, 315 
elevator, 282-283 
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Combustion, spontaneous, 126 
Commercial automobiles: 
classification, 313-324 
rates, 326-328 
Commercial blanket bond: 
excess, 459-462 
primary, 459 
Commercial enterprise floaters, in- 
land marine, 199, 226-247 
Commercial forgery bond, depos- 
itors’ and, 465-467 
Commissioner, insurance, 537-538 
Commissions : 
justification of, 9-10 
merchants’ bond, 478-479 
policy covering profits and, 92, 108, 
113-115 
requirement for uniform, 495 
Committee: 
actuarial, 505-506 
classification and rating, 505 
Construction of Buildings, 497 
Fire Prevention and Engineering 
Standards, 497-498 
Fire Underwriters’ Adjustments, 
497 
medical and claims, 506 
payroll audit, 506 
safety engineering, 505 
Common carrier’s legal 
form, 145-147 
Common Stock: 
investment in, 527, 529 
prohibition of investment in, 527 
Compensation Acts, types of, 290-291 
Compensation endorsement, volun- 
tary, 299, 302-303 
Compensation insurance (also see 
Workmen’s compensation insur- 
ance): 
National Council on, 497, 500-501 
New York Rating Board for, 497, 
504-506 
Completion bond, 475 
Compound interest table, accumula- 
tion, 66 
Comprehensive policy: 
automobile, 320-321 
rates, 331-332 
Compressors, coverage of, 374-375 
Comptroller’s department, 510, 512 
Compulsory: 
automobile insurance, 338-341 
compensation laws, 290 
insurance, 4, 15-16 
Conditions, exclusion of changed, 79 


liability 
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Conflagrations, loss coverage in re- 
tarding, 96 
Connecting conveyance clause, 188- 
9 


Consequential : 
damage coverage, 228-229 
loss and damage, 92, 107-109 
Consequential damage insurance, 
boiler and machinery, 376, 379- 
380 
Conservation: 
of life, 21-22 
of property, 21, 127 
Consideration, money, 4 
Consideration for insurance contract, 
552-554 
Consignee, coverage of, 113 
Construction: 
fireproof building, 126 
rate for exceptional, 130 
Construction bond: 
federal, 476 
federal payment, 476 
types of, 474-477 
Soe ee date of shipment rider, 
43 
Contents rate, fire insurance, 132-133 
Contract: 
alternatives of life insurance, 22 
bond, 474-475 
insurance, 4, 13 
valid, 5 


478 
Contractors: 
compensation coverage of, 299 
equipment floater, 226, 243-244 
liability policy, 271-275 
protective policy, 272-273, 276-277 
Contribution : 
clause, 4, 13-14, 105-106 
insurance company, 84-85 
marine insurance, 197-198 
mortgagee clause, full, 92-93 
Control: 
federal, 4, 11-12 
state, 4, 10-12 
Conversion, insurance, 27 
Convertible : 
collision form, 315 
term premiums, 28-29, 32 
Cooking equipment, coverage of, 97 
Cooling apparatus losses, 109 
es bonding, reasons for, 452- 
3 


bre 


Corporate surety companies, advan- 
tages of, 452-453 
Corporation insurance, 19-20, 25-26 
Cost: 
acquisition, 9 
doctor’s, 24-25 
estate administration, 24-25 
inspection, 9 
insurance, 8, 33 
investigation, 9 
nurses’, 24-25 
operating, 40, 538, 540 
term policy, 27 
Costs bond, security for, 482-483 
Council on Compensation Insurance, 
National, 497, 500-501 
Counterfeit paper money: 
coverage of, 471 
crime protective bond coverage of, 
474 
Court fiduciary bonds, 454, 481 
Court guarantee bonds, types of, 481- 
484 


Cows, insurance of, 172, 177-178 
Crash coverage: 
aviation, 344, 346 
exclusions, 349-350 
rates for, 359 
C R credit insurance: 
policy, 426, 435 
rates, 
Credit insurance: 
ACR form, 426, 437-438 
C F form, 426-434 
C R form, 426, 435 
development of, 421 
endorsements, 438-440 
experience rating, 424-425 
forms, 426-438 
H form, 426, 434 
I D form, 426, 436 
L form, 426, 434-435 
L F form, 426, 434 
method of writing, 422-426 
normal loss, 424-426 
N policy, 426, 433-434 
premium adjustments, 440-441 
Principles of, 19-20, 421-441 
rates, 440-441 
reasons for, 421 
underwriting considerations, 441 
X S form, 426, 436-437 
Credit losses, volume of, 421 
Creditors’ bond, petitioning, 482-483 
Credit ratings, Dun and Bradstreet, 
423-424 
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Crime protective bond: 
provisions of, 470, 473-474 
reward clause, 474 
Criminal barratry, 182 
Crop insurance, state funds for, 490 
Curios, insuring, 6 
Currency, exclusion of, 78, 139, 143- 
144 


Custodians, 400 
Customs duties: 
application for abatement of, 107 
fire insurance form, 92, 106-107 
Cyclone: 
aircraft coverage, 344-345 
coverage, 92, 102-104, 149-151, 318, 
320 


exclusions, 96, 135, 139 


Damage (see Loss) 

Date, effective policy, 33 

Date of shipment rider, construed, 
438 

Dealer’s auction rooms, coverage of, 
222 

Death: 

ea coverage, 249, 

259 


benefit for accidental, 43, 45-46 

expenses, 24-25 

premature, 20 

proof of, 45 

risk of, 3 
Death rate, reduction in, 22 
Debt, evidences of, 78, 139, 143-144 
Debtor rider, extraordinary, 438, 440 
Deck clause, marine insurance, 189 
Deductible average clause, marine 

insurance, 191 

Deductible clause: 

collision, 315 

hail insurance, 168-170 

live stock insurance, 178 

nature of, 4, 7-8 

personal effects floater, 215-216 

warehouseman’s policy, 410 
Deductible liability policies, boiler 

insurance, 366, 368 

Deeds, exclusion of, 78, 139, 143-144 
pre construction, rate for, 130, 


Defective title, causes of, 443-444 


Defects, exclusion of subsequent 
title, 448 
Deferred: 


annuities, 55 
life annuity, 55-57 
refund life annuity, 55, 57 
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Delay damage exclusions, 144 
Delayed delivery clause, 186 
Demolition clause, fire insurance, 92, 
101-102 
Dentists’ liability policy, 285-286 
Department: 
actuarial, 510, 512-513 
advertising, 510, 513 
agency, 510-511 
comptroller’s, 510, 512 
educational, 510-511 
inspection, 510-511 
legal, 510, 512 
loss, 510-512 
mailing, 510, 513 
of Agriculture, 171 
of Commerce, 361 
of Justice, 503 
organization, 510-513 
policy loan, 510, 513 
publicity, 510, 513 
registrar’s, 510, 512 
statistical, 510, 513 
supply, 510, 513 
treasurer’s, 510, 512 
underwriting, 510-511 
Dependency, elimination of, 22 
Dependents : 
inexperience of, 41 
protection of, 20, 22, 24, 26-27, 30 
Depositors’ and commercial forgery 
bond: 
commercial section of, 466 
depositors’ section of, 465-466 
endorsements, 467 
exclusions, 466 
provisions of, 465-467 
salvage provision, 466-467 
Deposits, insurance company, 538, 
Destroyed instruments bond, 474, 
477-478 
Destruction: 
by civil authorities, 92, 96 
by human agency, 3 
Destruction policy: 
money and securities, 405, 407-408 
records, 405, 408 
Deterioration damage 
144, 408 
Deviation of voyage clause, 185 
Devices, electrical, 92, 96 
Dies: 
coverage of, 135, 140 
exclusion of, 78 
Direct reporting agency, 514-515 
Directors, board of, 509-510 


exclusions, 
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Disability : 
age limits, 45 
benefits, 43-45 
duration of, 43-44 
income clauses, 43-45 
insured’s, 43 
partial, 250 
total, 250, 259 
Discounts (see Rates, reduction in) 
Discrimination: 
elimination of rate, 133 
prevention of unfair, 129 
prohibition of, 538, 542 


Disease: 
elimination of, 23 
exclusions, 
prevention, 23 
Dismemberment coverage, death 


and, 249, 259 
Distribution clause, prorata, 91 
Distribution of losses, 18 
Diversification, investment, 525-526 
Dividends : 
accumulation with interest, 41, 47 
cash, 41, 47 
insurance paid-up by, 47 
mutual company, 47 
options, 34, 36, 40-41 
participating company, 44 
premiums reduced bv, 40, 47 
Division of Standards and Purchase, 
New York Executive Depart- 
ment, 476-477 
Doctors’ fees, 24-25 
Dome lights, coverage of, 416 
Domicile endorsement, 215-216 
Double indemnity: 
accident insurance, 252, 265 
benefits, 43, 45-46 
Drafts, use of, 19, 47 
Drawings, coverage of, 135, 140 
Drive-other-cars endorsement, 335- 
336 
Dry goods clause, 187 
Dun and Bradstreet, Inc.: 
capital and credit ratings, 423 
coverage limits, 424 
Duties, customs, 92, 106-107 
Duty clause, marine insurance, 191 
Dyers’ and cleaners’ form, 236-238, 
266 


Earnings basis, automobile insur- 
ance, 334 
Earthquake: 
damage coverage, 318, 320 
damage exclusions, 135, 139 
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Earthquake insurance: 
conditional coverage, 152 
policy, 151-153 
rates, 152-153 
Economic conditions, relation of in- 
vestments to, 528 


Economic development, insurance 
aid to, 23 
Education : 


children’s, 24 
department, 510-511 
fire prevention, 127 
furtherance of, 22-23 
health, 36 
insurance aid to, 42 
underwriting associations’ contri- 
bution to, 496-497 
Elective compensation laws, 290-291 
Electrical : 
cooking equipment, 97 
devices clause, 92, 96 
Electricity forbidding and permit- 
ting clause, 92, 96 
Electric motors, coverage of, 374-375 
Elevator: 
collision insurance, 282-283 
inspection, 281-282 
liability policy, 271, 279, 281-283 
Elevator tanks, coverage of, 138 
Embezzlement, crime protective bond 
coverage of, 474 
Employee: 
rejections by surety, 456 
surety company’s investigation of, 
454-455 
eas uniforms, coverage of, 
9 


Employer: 
accident prevention by, 16 
compensation coverage of, 299-300 
duties of, 460-461 
surety epee investigation of, 
Employers’ liability insurance, stand- 
ard policy, 296 
Employers’ liability law, 288-289 
Employers’ non-ownership liability 
policy, 337 
Encumbrances, exclusion of subse- 
quent, 448 
Endorsements: 
acid, 417 
additional persons named, 219 
air-meet, 354 
antedating, 438-439 
automatic sprinkler, 92, 99 
automobile fire insurance, 317-320 


Endorsements :—(Continued) 


automobile theft insurance, 317- 
320 

bankers’ blanket forgery and alter- 
ation bond, 469 

chemical damage, 417 

civil commotion, 318-319 

construed date of shipment, 438 

credit insurance, 438-440 

depositors’ and commercial for- 
gery bond, 467 

drive-other-cars, 335-336 

electrical devices, 92, 96 

eliminating statutory medical aid, 
299, 302 

excess commercial blanket bond, 
462 


excess indemnity, 462-463 

excluded sales, 438-439 

excluding executive officers, 299, 
301-302 

explosion insurance, 145, 147-148 

extended coverage fire insurance, 
92, 100 

extraordinary alterations and re- 
pairs, 92, 95-96 

extraordinary debtor, 438, 440 

fire hydrants, 141 

fire insurance, 78, 91-102 

flood and rising water, 318-319 

frame coverage, 417-418 

garment contractor’s floater, 226- 
229 

garment manufacturing, 108 

glass description, 417-419 

goods-in-process, 438 

guarantor, 438-439 

Sra workers’ compensation, 299, 

inherent hazard, 92, 96-97 

inland marine insurance, 220, 225, 
235-236, 239-240 

interim adjustment of claims, 438- 


jeweler’s block floater, 235-236 
landlord’s protective liability, 281 
large plate, 417 


live stock policy, 174-175 
pee ace compensation, 299, 
3 


loss of use by theft, 318 
malicious mischief, 103, 145, 147 
marine insurance, 184, 189-193 


money and securities destruction 
policy, 408 
mortgagee interest, 145, 148 
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Endorsements :— (Continued) 
ge pe scaviced objects, 366, 369- 
0 


no-control, 92, 98 

personal effects floater, 215-217, 
318, 320 

plate glass insurance, 417-419 

policy loan, 36 

privileges granted, 92, 98-99 

removal of goods, 92, 99 

restricted loss, 332 

riot and civil commotion, 318-319 

rising water, 318-319 

stained glass, 417, 419 

stamp collection floater, 225 

state supervision of, 538, 540-541 

steam boiler insurance, 366-370 

storage warranty, 220 

student’s, 219 

temperature, 108-109 

tourists’ baggage floater, 219 

transfer of objects, 366, 368-369 

transit, 92, 100 

underground water supply mains, 
141 


unearned premium, 92, 108 
unoccupied building, 92, 98 
vandalism, 103, 145, 147 
varying limits, 366, 368 
war tisk, 215, 217 
watchman and clock, 92, 99-100 
water lock, 141 
Endowment insurance: 
disability payments under, 44 
investment value of, 21 
net single premium for, 68-69 
non-forfeiture values, 34, 37-39 
paid-up policy for, 35, 37-39 
rates, 30 
Engineering: 
safety committee, 505 
standards, 497-498 
Engines: 
coverage of, 374-375 
exclusion of, 97, 103. 143 
Epidemics, 40 
Equipment floater, contractor’s, 226, 
243-244 
Errors and omissions forms, fire in- 
surance, 92, 104-106 
Estate: 
cost of administering, 24-25 
taxes, 25 
Evidences of debt, exclusion of, 78, 
139, 143-144 
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Examination: 
insurance company, 83, 537 
medical, 22, 26, 44, 48, 256 
Examiner: 
declarations of medical, 47 
designation of medical, 44 
Excess commercial blanket bond: 
endorsement, 462 
loss settlement under, 461-462 
provisions of, 459-462 
rates, 462 
Excess cover treaties, 519 
ae indemnity endorsement, 462- 
3 


Excess insurance: 
accounts receivable policy as, 409 
innkeeper’s policy, 413 
property, 106 
Excess of loss insurance, 522 
Executive Department, annual guar- 
antee bond of N. Y., 476-477 
Executive officers, endorsement ex- 
cluding, 299, 301-302 
Executives : 
insurance on, 19-20 
neues of insurance company, 85- 


Excluded sales rider, 438-439 
Exclusions: 

accident insurance, 254-255, 268 

accounts receivable policy, 409 

automobile insurance, 312-313, 321- 
322, 329-330, 350-357 

aviation crash policy, 349-350 

aviation hull policy, 348-349 

bank burglary and robbery, 398 

bankers’ blanket forgery and al- 
teration bond, 469 

camera policy, 225-226 

civil commotion, 188 

depositors’ and commercial forgery 
bond, 

destruction of records policy, 408 

explosion policy, 143-144 

family forgery bond, 470 

fine arts floater, 222 

fire insurance, 76-82 

inherent explosion hazard, 145-146 

inland marine insurance, 204-205, 
220-225, 230-234, 237, 239, 241, 
243-247 

innkeeper’s liability policy, 412 

jeweler’s block floater, 232-234 

live stock policy, 173-174 

marine insurance, 186, 188 

mercantile safe burglary, 395-396 
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Exclusions :—(Continued) 
money and securities destruction 
policy, 408 
musical instruments floater, 223 
non-delivery, 187 
office burglary and robbery, 404 
parcel post insurance, 209-210 
personal effects floater, 214-215 
pilferage, 187 
power interruption insurance, 383 
riot damage, 188 
salesmen’s floater, 231-232 
securities insurance, 408-409 
silverware floater, 213, 221 
sprinkler leakage insurance, 135- 
i} 
stamp collection floater, 224 
storekeepers’ policy, 404 
strike damage, 188 
theatrical floater, 229-230 
theft, 187 
title insurance, 447-449 
tourists’ baggage floater, 218-219 
transportation floater, 202-203 
warehouseman’s folicy, 411 
war risks, 188 
water damage insurance, 139-141 
wedding presents floater, 220-221 
Exhibitions, safety device, 23 
Exhibitors’ policy, live stock insur- 
ance, 178 
Expansion, insurance for, 18-19 
Expenses: 
burial, 24-25 
initial, 40 
insurance company, 4, 8-12, 15, 36 
loading for, 69-70 
office, 9 
provision for death, 24-25 
Experience rating: 
automobile insurance, 334-335 
credit insurance, 424-425 
rules, 305-308 
Explosion: 
coverage, 102-103, 144, 318, 320 
exclusions, 81-82, 96-98, 135, 139 
Explosion clause, marine insurance, 


Explosion insurance: 
cancellation, 144 
endorsements, 145, 147-148 
exclusions, 143-146 
need for, 143 
principles of, 143-148 
rates, 145-146 
short-term premium, 145-146 
theft coverage, 144-145 
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Explosives, manufacture of, 126 
Exposure: 

fire, 130-133 

hazard, 126 
Express money orders, coverage of, 


Extended coverage endorsement, fire 
insurance, 92, 100 
Extended insurance, 35, 37-39, 44 
Extensions: 
exclusion of, 140 
major sprinkler system, 136 
Extraordinary alterations and re- 
pairs endorsement, 92, 95-96 
Extraordinary debtor rider, 438, 440 


Factory fire insurance mutuals, 486- 
487 


Factory workers, injurv of, 22 
Facultative reinsurance, 517-519 
Failures, business, 421 
Family : 
income insurance, 30-32 
insurance benefits to, 24 
maintenance insurance, 30-32 
Family forgery bond: 
coverages of, 465, 469-470 
exclusions, 470 
Farm horses, insurance of, 172, 177- 


Farm liability policy, 272, 279, 283 
Fatalities, automobile, 22 
Federal : 
Bureau of Air Commerce, 351 
control, 4, 11-12 
officials’ bonds, 480-481 
payment construction bond, 476 
performance construction or sup- 
ply bond, 476 
permit bond, 478 
Secret Service, 481 
Social Security Act, 490 
taxes, 25 
War Risk Insurance Bureau, 490 
Fees: 
doctor’s, 24-25 
nurse’s, 24-25 
Fidelity bonds: 
classification of, 10, 452-484 
individual, 456-457 
position, 454, 458 
rate-making for, 484 
restricted, 458 
salvage provision in, 457 
surety versus, 453 
types of, 454-463 
Fiduciary bonds, court, 454, 481 
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Finance, export trade, 19 
Financial loss, determining, 6 
Financial responsibility law, 313 
Fine arts floater, 213, 221-222 
Fire: 
aircraft coverage, 103b, 344-345 
appliances, 126, 130-133 
clause in leases, 111-112 
eamiee exclusions, 135, 139, 143- 
44 
exposure to, 126, 130-133 
greek, 82 
losses, 4-5, 13, 16-17, 23, 77, 85, 134 
marshall, 125 
pails, 126 
pe ycation, 7, 21, 124-128, 133, 497- 
498 


prevention association, 124, 126-127 
prevention campaigns, 126- 128 
prevention education, 127 
Prevention Week, 127 
reduction by individual, 124-126 
regulations, 126, 129 
mis, Gv dl 
shutters, 131 
Fire department charges, liability 
for, 92, 102 
Fire departments: 
accessibility to, 132 
paid, 125, 128 
Fire extinguishing apparatus, cover- 
age of, 97 
Fire hydrants endorsement, 141 
Fire insurance: 
adjustment of losses, 77, 82-84 
alterations and repairs endorse- 
ment, 92, 95-96 
appraisal, 83 
automatic coverage, 90-91, 124 
automobile, 315-317 
average clause, 105 
blanket policy, 90-91 
builder’s risk form, 92, 100-101 
building form, 99 
building ownership waiver, 92, 95 
bureaus, 91-92, 99 
cancellation of, 77, 86-87 
claim payments, 83-84 
clauses, 91-124 
co-insurance clause, 91-95, 124 
contribution clause, 105-1 
credit aided by, 19-20 
demolition clause, 92, 101-102 
electrical devices clause, 92, 96 
electricity forbidding and permit- 
ting, 92, 96 
endorsements, 78, 91-102 


Fire insurance :—(Continued) 


exclusion of changed conditions, 
79-81 

explosion coverage, 102-103 

extended coverage endorsement, 
C. il 

fair rates for, 133 

floater, 90-91 

forms, 91-124 

hazards excluded under, 76, 81-82 

household form, 99 

lightning clause, 92, 96 

minimum rates, 128-129 

no-control, 92, 98 

origin of standard policy of, 76-77 

other, 186 

principles of, 7, 76-134 

ee. granted endorsement, 

profits and commissions form, 92, 
108, 113-115 

property description in, 76-79 

rate reduction, 127 

rates, 134 

rights of insured under, 76-77 

risks assumed under, 76, 79-82 

schedule policy, 90 

short rates, 86-88 

special policies, 90-91 

specific rates, 128-129 

state regulation of, 129 

stock companies, 126-127 

suits in, 84 

supplemental contract, 92, 102-104 

temporary automatic coverage, 89- 


three-fourths loss clause, 92, 95 
three-fourths value clause, 92, 95 
transit endorsement, 92, 100 
underwriting, 10-11 

use and occupancy, 92, 108, 115-120 
valued policy, 90 


Fire insurance mutuals: 


factory, 486-487 
local, 486 


Fireplaces, smoke from, 104 
Fireproof: 
manufacturing schedule, 133 
mercantile schedule, 133 
Fire Underwriters, National Board 
of, 497-498 
Fireworks, exclusion of, 82 
First line reinsurance, 520 
Fixtures form, stock and, 78-79 
Fleet coverage, automobile, 332-335 
Floaters, fire insurance, 90-91 
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Flood: 
damage exclusions, 139 
endorsement, 318-319 
Floor coverings, coverage of, 97 
Flying hour rates, 361 
Flywheel : 
exclusion, 103, 135, 143-144 
loss of, 97, 139 
Foaling policy, thirty-day, 178 
Forbidding and permitting clause, 
electricity, 92, 96 
Foreign government securities, in- 
vestment in, 528 
Foreign insurance companies, rights 
of, 548 
Foreign trade, financing, 19 
Forgery bonds: 


bankers’ blanket alteration and, 
465, 467-469 
depositors’ and commercial, 465- 
7 


family, 465, 469-470 
types of, 454, 464-470 
Forgery hazards, 464 
Forms, standard, 10, 12 
Im, 122 ay, ZN, (C elege, SY 
F, P. A. clause, 189-190 
F. P. A. E. C. clause, 189-190 


Frame coverage endorsement, 417- 


bet Congress Table, National, 
5 
Fraternal insurance, 75 
Fraud: 
fire policy voided by, 81 
insured’s, 

Fraud bonds, types of, 454, 470-474 
Free of particular average clauses, 
189-190 
Freezing, 250-251 
Freight policy, 

179, 192, 194 
Full contribution mortgagee clause, 
92-93 
Full preliminary term plan, 70-71 
Fur floater: 
jewelry, 213, 219 
storage warranty endorsement, 220 
world-wide, 213, 219-220 
Furnishings clause, landlords’, 92, 
97-98 
Furniture form, household, 78 
Furrier’s customers’ floater, 226, 238- 
240 


marine insurance, 


INDEX 


Gambling, 4-5, 17-18 
Garage keeper’ 5 legal liability policy, 
321-323 
Garage liability insurance, 283, 329 
Garage payroll policy: 
coverage of, 329-330 
rates, 331 
Garment contractor’s floater: 
endorsements, 226-229 
provisions of, 226-229 
Garment manufacturing 
ment, 
Gas: 
cooking equipment, 97 
damage exclusions, 139 
death from, 46 
illuminating, 82 
Gasoline, exclusion due to, 82 
General: 
agency system, 514 
average loss, 183, “187. 188, 196-197 
Parcel Post Act, 209 
Geographical limits, coverage within, 
1 


Glass: 
breakage hazards, 415 
coverage of plate, 318, 320 
damage coverage, 1 
damage exclusions, 143 
description endorsement. 417-419 
description of insured, 416 
endorsement for cracked, 417-418 
endorsement for large plate, 417 
endorsement for stained, 417, 419 
pro-rata distribution clause, 104 
types insured, 415-416 
Glass insurance, plate, 415-420 
Glass windows, wired, 131 
Goods-in-process endorsement, 438 
Goods on deck clause, marine insur- 
ance, 189 
Government : 
confiscation by, 144 
fire protection by, 124-125 
parcel post insurance, 207 
Government bonds: 
foreign, 528 
investment in, 23, 527 
Grace period, 33-34, 36 
Graduate nurse fees, coverage of, 254 
Greek fire, exclusion due to, 82 
Group: 
accident and health insurance, 267- 
268 
annuities, 59-63 
aviation accident insurance, 344, 
356-357 


endorse- 
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Group :—(Continued) 
hospitalization policy, 268-269 
life insurance, 51-54 

Guarantee: 
bonds, 476-477 
court bonds, 481-484 
insurance company payment, 42 
parties to, 452 

Guarantor rider, 438-439 

Guards: 
definition of, 400, 402 
machine, 21 

Gun powder, exclusion due to, 82 


Hail: 
coverage, 92, 102-104 
damage coverage, 318, 320 
losses, 3 
Hail insurance: 
adjustments, 170-171 
application, 165-168 
coinsurance in, 170-171 
coverage, 165-171 
deductible clauses, 168-170 
minimum loss clauses, 168-170 
need for, 165 
rates, 170 
state funds for, 490 
Hangar keeper’s legal liability policy, 
344, 352 
Harbor workers’ compensation en- 
dorsement, 299, 303 
Hardware clause, marine insurance, 
187 


Hazard: 
coverage of inherent, 92, 96-97 
increase in, 79-80, 95 

Hazardous industries, exclusion of, 


H credit insurance: 
policy, 426, 434 
rates, 440 
Health: 
confinement policy, 259, 261-262 
education, 36 
non-confinement policy, 259-261 
Health campaigns, public, 23 
Health insurance: 
group, 267-268 
non-cancellable, 264-266 
rates, 263-264, 268 
underwriting problems, 264 
Height, insured’s, 47 
Herd insurance, 177-178 
High rates, 4, 8 
High water exclusion, 102 
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Hired automobiles: 

coverage, 337 

specified car form, 337 
History, insured’s individual, 48 
Home address, applicant’s, 46 
Home office expense, 70 
Homestead, protection of, 24 
Horse and wagon floater, 226, 243 
Hose, coverage of, 97 
Hospitalization: 

coverage, 253-254, 260, 266 

group policy, 268-269 
Household form, fire insurance, 99 
Household furniture: 

coverage, 100 

form, 78 
Housing, improved, 36 
Hull coverage: 

aircraft, 344-350 

application, 346-347 

exclusions, 348-349 
Hull policy: 

marine insurance, 179, 194 

rates for, 195 
Hull rates, aviation insurance, 361 
Hydrophobia, 250-251 
Hygiene, personal, 36 


I D credit insurance: 

policy, 426, 436 

rates, 440 
Identification indemnity, 254 
Illegal ventures, exclusion of, 184 
Illness: 

indemnity, 266 

insured’s, 43 

prevention of, 22-23 

TISOlO 
Illuminating gas, generation of, 82 
Immediate annuities, 55 
Importation bond, temporary, 478 
Incendiarism (see Arson) 
Income: 

disability clauses, 43-45 

insurance, 41-42 

monthly disability, 44 

tax, 9-10 
Income insurance, family, 30-32 
Incoming checks, crime protective 

bond coverage of, 474 

Incontestability clause, 33-34, 45 
Incorporation: 

articles of, 508-509 

insurance company, 537-538 
Indefinite suspension, steam boiler 

insurance, 366-368 
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Indemnity: 
double, 252, 265 
monthly accident, 265 
optional, 251 
Indemnity benefits, double, 43, 45-46 
Indemnity bond, sheriff's, 483-484 
Indemnity endorsement, excess, 462- 
463 
Indemnity insurance, marine, 194 
Individual fidelity bond: 
provisions of, 456-457 
restricted form of, 458 
Individuals, fire prevention by, 124- 
26 


Industrial Accident Board, Interna- 
tional Association of, 304 
Industrial commissioner, 301 
Industrial life insurance, 49-51 
Industries, excluded, 46 
Inherent explosion hazard exclusion, 
145-146 
Inherent explosion clause, 92, 96-97 
Inherent vice, 408 
Initial expense, insurer’s, 40 
Initial reserves, 70 
Injuries: 
exclusion of self-inflicted, 44-45 
non-disabling, 252 
Inland marine insurance: 
bailee’s customer’s floaters, 226, 
236-240 
bridge policies, 226, 244-247 
certificates, 205-206 
cleaners’ and dyers’ form, 226, 236- 
238 
co-insurance clause, 203-204 
commercial enterprise floaters, 199, 
226-247 
contractor’s equipment floater, 226, 
243-244 
endorsements, 215-217, 220, 225, 
235-236, 239-240 
exclusions, 202-205, 209-210, 214- 
215, 218-225, 230-234, 237, 239, 
241, 243, 247 
fine arts floater, 213, 221-222 
fur floater, 213, 219-220 
furrier’s customers’ floater, 226 
238-240 
garment contractor’s floater, 226- 
229 
horse and wagon floater, 226, 243 
installment floater, 226, 240-242 
jeweler’s block floater, 226, 232- 
236 
jewelry-fur floater, 213, 219 
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Inland marine insurance :—(Con?’d) 


motor truck carrier’s form, 199, 
205-206 

motor truck merchandise floater, 
199, 203 

motor truck shipper’s form, 199, 
203-205 

musical instrument floater, 222- 
223 

neon sign form, 226, 242-243 

other insurance provision of, 235, 

personal effects floater, 213-217 

personal property floaters, 199, 213- 
226 


policies, 199-247 

rates, 208 

salesmen’s floaters, 226, 230-232 

schedule property floater, 213-214 

silverwater and silver plate float- 
er, 213, 221 

stamp collection floater, 223-225 

theatrical floater, 226, 229-230 

tourists’ baggage floater, 217-219 

transit policy, 199-201 

transportation floaters, 199, 201- 
203 

trip transit policy, 199, 207 

truckmen’s rates, 205 

valuation clause, 203 

mone presents floater, 213, 220- 


Inland transit policy, 199-201 
Innkeeper’s liability insurance: 


liability limits, 412 
policy, 411-413 
policy exclusions, 412 


Insanity : 


insured’s, 46 
suicide during, 42 


Insolvency, insurer’s, 13-14 
Inspection: 


cost of, 9 

department, 510-511 

elevator, 281-282 

report expense, 70 

under workmen’s compensation in- 
surance, 21 


Inspection and supervision endorse- 


ment, 141-142 


Installation, endorsement for tempo- 


rary, 417-418 
Installment : 
floater, 226, 240-242 
payment of specified, 41-42 
Installment refund annuity rates, 60 
Insurable interests, 545-546 
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Insurance :— (Continued) 


Insurability, proof of, 36 
economic development aided by, 23 


Insurance: 


accident, 248-249, 259-262, 267-269 
accounts receivable, 405, 409-410 
A C R credit, 426, 437-438 
adequate amount of, 93 

against poverty, 22 

agency systems, 514-515 

eet 43, 48, 70, 513-514, 556- 


8 

aid to credit, 19-20 

aid to education, 42 

all-risk, 11 

amount of, 33 

application for life, 46-48 

as collateral, 33 

pes aca 21, 485-486, 534- 
6 


assessment, 74-75 

assignment of, 43 

automobile, 309-343, 497, 501-503 

automobile collision, 7-8, 12 

automobile property damage, 11 

automobile public liability, 15-16 

aviation, 344-362 

bank burglary and robbery, 386, 
396-399 

beneficiaries guarded by, 22, 33-34 

benefits to family, 24 

borrowing power and, 18 

bridge, 226, 244-247 

burglary, 385-405 

business, 19-20 

business interruption, 92, 108, 115- 
120 

cancellation of, 4, 14, 33 

cash surrender values, 34-35 

casualty, 10-11, 486-487 

central organization, 47 

certainty of, 17-18 

C F credit, 426-434 

civil commotion, 143-148 

company expenses, 4, 8-12, 15, 36 

complexity of, 9 

compulsory, 4, 15-16 

contract, 4, 13, 543-558 

conversion of, 27 

corporation, 19-20, 25-26 

COSHOiNG) 2/405 

CR credit, 426, 435 

credit, 18-20, 421-441 

crop, 490 

cyclone, 149-151 

defined, 4 

development of, 43 

direct reporting agency, 514-515 

disability benefits, 43-45 


education sas by, 22-23 

effective date of, 3 

endowment, 21, 30, 34-35, 37-39, 
44, 68-69 

excess, 106, 409-413 

excess of loss, 522 

expansion aided by, 18-19 

explosion, 143-148 

extended, 35, 37-39, 44 

family income, 30-32 

family maintenance, 30-32 

federal organizations writing, 490 

ae 10-11, 19-20, 76-134, 486- 


form variations, 31-33 

fraternal, 75 

fundamental principles of, 3-16 

general information for, 33 

grace period, 33-34 

group life, 51-54 

hail, 165-171, 490 

H credit, 426, 434 

I D credit, 426, 436 

income, 41-42 

indemnity and protection, 194 

industrial life, 49-51 

inland marine, 199-247 

innkeeper’s liability, 411-413 

joint life, 30, 

lapse of, 28, 33, 36, 43 

L credit, 426, 434-435 

leasehold, 92, 108, 111-113 

L F credit, 426, 434 

life, 10, 19-20, 22, 24-25, 40, 51-75, 
486-487 

limited payment life, 29-30, 34-35, 
37-39 


live stock, 172-179 

marine, 8, 10, 18-20, 179-198 

mercantile open-stock, 386, 392-395 

mercantile robbery, 6, 386, 399-405 

mercantile safe burglary insur- 
ance, 386, 395-396 

messenger robbery, 399-401 

miscellaneous liability, 270-287 

modified life, 30-31 

money and securities destruction, 
405, 407-408 

money dissipated, 42 

N credit, 426, 433-434 

non-medical, 48 

office burglary, 386, 404-405 

office expense, 69-70 

office robbery, 399-402 
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ordinary life, 28-29, 34-35, 37-39, 


74 

other, 4, 13, 46-48, 80, 177, 184, 
186, 235 

outage, 376, 380-382 

outside messenger securities, 405, 
408-409 

paid-up, 28-29, 35, 37-39, 41, 44, 47 

parcel post, 199, 207-211 

partnership, 25-26 

paymaster robbery, 399, 401-402 

personal hold-up, 390-391 

plate glass, 415-420 

policy analysis, 33-46 

policy period, 79 

pools, 521-522 

power interruption, 376, 382-384 

proceeds held at interest, 41 

protection and indemnity, 194 

purpose of, 17 

rain, 154-164 

rates, 8, 27-30, 32-32, 42, 63, 126, 
128-133, 145-146, 152-153, 164, 
170, 183, 195-196, 208, 268, 328- 
329, 331-332, 373-374, 391-392, 
394-395, 398-399, 401-402, 419- 
420, 440-441, 451 

reciprocal, 485, 488-489 

reducing cost, 127 

regular, 17 

reinstatement of, 33-34, 36 

renewal of life, 27 

rental, 92, 108, 110-111 

reserves, 10, 33-40, 70 

restrictions, 33, 42-43 

riot, 143-148 

safe deposit boxes, 405-407 

safe depository liability, 413-414 

salary allotment, 54-55 

savings bank, 75 

securities, 405-407 

self, 17, 49 

sprinkler leakage, 134-137 

state organizations writing, 485, 
490-491 

storekeepers burglary and robbery, 
402-404 

superintendent of, 301 

taxes affecting, 9-10 

termination of, 28 

term life, 26-28 

theft, 5-6, 385-405 

thrift promoted by, 20-21 

title, 442-451 

tornado, 149-151 

trust, 48-49 
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use and occupancy, 92, 108, 115-120 

value of, 17-23 

windstorm, 149-151 

workmen’s compensation, 7, 15-16, 
21, 288-308, 490, 497, 500-501, 
504-506 

XS credit, 426, 436-437 


Insurance company: 


adoption of fair rates by, 129 

agent’s knowledge imputed to, 86 

alien, 11 

branch offices, 514-515 

cancellation by, 14-15 

casualty mutual, 486-487 

contributions, 84-85 

department organization, 510-513 

deposits, 538, 540 

disputes, 538, 542 

examinations, 83, 537 

expenses, 4, 8-12, 15, 36 

po fire insurance mutual, 486- 
48 

formation of, 507-510 

guaranteed payments by, 42 

incorporation, 537-538 

initial expense of, 40 

insolvency of, 13-14 

investments, 10, 23, 40, 524-537, 540 

liability for fire department 
charges, 92, 102 

licensing of, 537, 539 

life mutual, 486-488 

Lloyd’s, 485, 489-490 

local fire mutual, 486 

losses, 15 

management of, 507-515 

moral liability of, 14 

mutual, 485-488 

non-participating, 26, 28-29, 32 

officers, 43 

operating cost, 538, 540 

organization, 10, 507-515 

participating, 26, 28-29, 32 

policy loans by, 44 

powers of executives of, 85-86 

reciprocal, 485, 488-489 

regulation, 10, 537-558 

representatives, 10 

reserves, 23, 537, 539-540 

rights of foreign, 548 

risk assumed by, 76, 79-82 

solvency of, 13-14 

state supervision of, 537-558 

stock, 485-486, 534-536 

subrogation of, 89 

suits against, 84, 413 
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Insurance company :—(Continued) 
types of, 485-491 
wages, 40 

Insurance contract: 
competent parties to, 547-549 
consideration for, 552-554 
divisibility of, 546-547 
gaa interpretation of, 4, 13, 543- 


preparation of, 551-552 

validity of, 547 

voiding, 554-555 

Insured : 

address of, 46 

age mistatement by, 42-43 

age of, 73 

broker and, 515 

cancellation by, 14-15 

disability of, 43 

duties of, 135-136, 139, 175-177, 
208-209, 211-213, 228, 235, 239, 
242, 312, 322-323, 348, 380-384, 
AQ, AGL, Gale) Aalvs, AY) 

height of, 47 

individual history of, 48 

insanity of, 46 

judgments against, 14 

liability of, 8, 14 

neglect of, 82, 139 

occupation of, 46 

rights of, 33-42 

sanity of, 46 

securities insurance on premises 
of, 405-406 

suit by, 182 

travel of, 46 

ee a fire insurance policy, 76- 


under marine insurance, 181 

weight of, 47 
Insurrection: 

coverage of, 144 

damage exclusions, 46, 81, 135, 139 
Interest : 

assumed rate of, 74 

dividends accumulated at, 47 

due company, 44 

on insurance company investments, 


on loans, 36 
proceeds held at, 41 
rate, 36, 74 
return on endowment policy, 21 
return on investments, 40, 525 
Interim adjustment of claims rider, 
438-439 
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Interior construction, non-combust- 
ible, 

Interior partitions, 416 
International Association of Indus- 
trial Accident Boards, 304 
eee Commerce Commission, 
Interstate Underwriters Board, 121, 

124 


Intoxicants, use of, 47 

Invasion exclusions, 81, 104, 135, 139 
Investigation cost, 9 

Investment bankers, depositors’ and 


commercial forgery bond en- 
dorsement for, 467 
Investments: 


amortization of bond, 531-534 
bonds as, 527, 529 

control of, 530 

diversifications of, 525-526 

effect of economic conditions on, 


expenses, 70 

insurance as, 21 

insurance company, 23, 40, 524-537, 
540 


legal restrictions on, 526-528 
life insurance as, 21 
marketability of, 526 
maturity of, 526 
permitted, 527-528 
principles of, 525-526 
real estate, 528, 530 
regulation of, 10 
safety of, 525 
suitability of, 528-530 
valuation of, 530-534 
yield on, 525 

Tron workers, exclusion of, 46 


Janitors’ supplies, coverage of, 97 
Jettison, 184 
Jeweler’s block floater: 
endorsements, 235-236 
exclusions, 232-234 
provisions of, 226, 232-236 
Jewelry-fur floater, 213, 219 
Joint and survivorship annuity, 55, 58 
Joint life insurance, 30, 32 
Judgments against insured, 14 


Kerosene oil exclusion, 82 
Key rates, 129-130 
Kidnapping: 
ae protective bond coverage of, 
474 
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Kidnapping :— (Continued) 
single fraud bond coverage of, 
471-472 


Labels, coverage of, 187 
Land damage: 
coverage, 344, 346 
rates, 358 
Landlord’s: 
furnishings clause, 92, 97-98 
liability policy, 272-273, 279-281 
protective liability endorsement, 
281 
Land risks clause, marine insurance, 
18 


Lapse: 
of premiums, 554 
policy, 33-34, 36, 43 
Larceny: 
Loree protective bond coverage of, 
474 


single fraud bond coverage of, 470- 
47 


og insurance, nrinciples of, 385- 
40 
Large plate endorsement, 417 
Lasts, coverage of, 135, 140 
Latent defect clause, 186 
Laundries, coverage of, 100 
Laundry policy, bailee’s customers’, 
226, 238 
Law of averages, 6 
Lay-up, return premium for, 362 
L credit insurance: 
policy, 426, 434-435 
rates, 440 
Leaded glass coverage, 104 
Leakage, causes of, 134 
Leakage clause, marine insurance, 
191 
Leasehold insurance, 92, 108, 111-113 
Leases: 
at will, 112 
fire clause in, 111-112 
Legal: 
department, 510, 512 
oe on investments, 526- 


Legal liability form: 
sprinkler leakage, 137 
water damage insurance, 141-142 
Legislation, prevention of adverse, 
496 
Legislative investigation of rate- 
making associations, 493-494 
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L F credit insurance: 
policy, 426, 434 
rates, 
Liability, types of, 271 
Liability insurance: 
innkeeper’s, 411-413 
miscellaneous, 270-287 
safe depository, 413-414 
Liability limits: 
automobile collision insurance, 8 
errors and omissions, 105-106 
of insured, 14 
sprinkler leakage insurance, 134- 


13 
third party, 12-13 
License bonds: 
local, 478-480 
state, 478-479 
types of, 454, 478-480 
Licensed aircraft, coverage of pas- 
sengers in, 45 
Life annuity: 
deferred, 55-57 
deferred refund, 55, 57 
rates, 60 
refund, 55-56 
temporary, 55, 58 
with guaranteed payments, 55-56 
Life insurance: 
agents, 48 
application for, 46-48 
as investment, 21 
beneficiaries, 33-34 
cash surrender values, 34-35 
contract, 22 
credit aided by, 19-20 
development of, 43 
disability benefits, 43-45 
endowment, 21, 34, 37-39, 44 
extended, 35, 37-39, 44 
extended coverages, 33, 43-46 
grace period, 33-34, 36 
group, 51-54 
incontestability clause in, 33-34 
industrial, 49-51 
investment yield basis for, 40 
joint, 30, 32 
limited payment, 29-30, 35, 37-39 
medical examination for, 26-46 
modified, 30-31 
mutuals, 486-488 
need for, 24-26 
non-forfeiture values, 33-35, 37-39 
non-medical, 48 
old age pensions under, 25 
ordinary, 28-29, 34-35, 37-39, 74 
paid-up, 35, 37-39, 44 
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Life insurance :—(Continued) 
policies analyzed, 33-46 
policy assignment, 19 
policy forms, 24-29 
prevention work in, 21-22 
principles of, 10, 21, 51-75 
rates, 6, 26-27, 30, 42, 63 
rates for ordinary, 28-29, 32 
reinstatement of, 33-34 
renewal, 27 
reserves, 33-35, 37-39, 71-74 
restrictions, 33, 42-43 
savings banks, 75 
term policy, 26-28 
trusts, 48-49 
underwriting, 10 
Lighterage clause, 185 
Lightning: 
clause in fire policy, 92, 96 
damage exclusions, 81, 135, 139 
Limited payment life insurance: 
non-forfeiture values, 34, 37-39 
paid-up policy for, 35, 37-39 
policy, 29-30 
rates, 30 
Liquidations, business, 25 
Live stock insurance: 
breeders’ policy, 178 
coverage of voluntary destruction, 
173 


cow coverage, 172, 177-178 

deductible policy, 178 

endorsements, 174-175 

exclusions, 173-174 

exhibitors’ policy, 178 

Form I, 172-177 

Form II, 172, 177-178 

need for, 172 

other insurance provision of, 177 

thirty day foaling policy, 178 
Living, standard of, 36 
Lloyd’s: 

of London, 489 

organization, 485, 489-490 
Loading charges, 69-70 
Loan department: 

policy, 510, 513 

real estate, 510, 513 
ioanss 

automatic premium, 34, 36 

bank, 33 

collateral, 529 

interest on, 34 

mortgage, 527, 529 

policy, 44, 527, 530 

privilege of, 34, 36 


Loans :— (Continued) 
real estate, 527, 529 
values of, 44 
Vocal 
automobile theft bureaus, 503-504 
fire insurance mutuals, 486 
license and permit bonds, 478-479 
truckmen’s rates, 327 
underwriting association, 494 
Local bureau, New York Compensa- 
tion Insurance Rating Board as, 
504-506 
Locations : 
coverage of multiple, 92, 121-124 
removal to new, 92, 99 
separate policy for each, 90 
Long-haul truckmen’s rates, 327-338 
Longshoremen’s and harbor workers’ 
SoA aaa endorsement, 299, 
3 


Loss: 
adjustment of fire, 77, 82-84 
adverse ratio of, 131 
appraisal of fire, 83 
assignment before, 81 
avoiding economic, 127 
clauses for minimum, 168-170 
consequential damage and, 92, 107- 
109 


department, 510-512 

determining property, 4-6, 13 

equitable See 8 of, 18 

experience, 

fire, 5, 13, 16. Wh 7B, HA Bap ee! 

forgery, 464 

ental average, 183, 187-188, 196- 
19 


indemnity for specific, 249-250 

insurance for excess, 522 

marine, 18 

non-insurable, 5 

notification of, 4, 13, 82 

of market, 144, 186-187 

of time from total disability, 259 

of use by theft endorsement, 318 

payment of title insurance, 450 

prevention, 8, 342-343 

proof of, 82-83, 89, 256 

property, 11, 15, 21 

protection against unexpected, 4-5 

settlements under excess commer- 
cial blanket bond, 461-462 

small, 5 

specific, 259-260 

statement of, 175-177 

three-fourths clause, 92-95 
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Loss :—(Continued) 
uncertain, 17 
valuation of fire, 77, 85 
Lost instruments bond, 474, 477-478 
Low rates, 4, 8 
Lump sum: 
payments, 41 
settlement, 41-42, 48 


Machine guards, 21 
Machinery clause, marine insurance, 
187 
Machinery insurance: 
consequential damage, 376, 379-380 
policy, 363, 374-376 
rates, 375 
schedule, 374-375 
use and occupancy form, 376-379 
Mailing department, insurance com- 
pany, 510, 513 
Maintenance ecenen family, 30- 
32 


Malicious mischief endorsement, 103, 
145, 147 
Management: 
building, 130-133 
faults of, 126 
insurance company, 507-515 
Manual normal loss, credit insurance, 
424-426, 440-441 
Manufacturers’ liability policy, 271- 


Manufacturing concerns: 
hazards of, 126 
weekly average 

for, 122-123 

Manufacturing plants, use and occu- 

pancy insurance for, 116-117 

Manuscripts: 
exclusion of, 78 
liability for, 135, 140 

Marine: 
losses, 18 
property risks, 3 

Marine insurance 
abandonment clause, 184-185 
all risk clause, 191 
average clause, 183, 189-190 
blanket policy, 180 
breakage clause, 191 
builders’ risk policy, 194-195 
cargo policies, 179-180 
certificates, 19, 194 
claim adjustments, 197-198 
Bees conveyance clause, 188- 
contribution in, 197-198 


reporting form 
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Marine insurance :—(Continued) 
credit aided by, 19-20 
deductible average, 191 
delayed delivery clause, 186 
deviation clause, 185 
dry goods clause, 187 
duty clause, 191 
endorsements, 184, 189-193 
exclusions, 186, 188 
explosion clause, 188 
extensions of, 185-189 
freight clause, 192 
freight policy, 179, 194 
general average loss, 187-188 
goods on deck clause, 189 
hardware clause, 187 
hull policies, 179, 194 
indemnity and protection, 194 
inland, 199-247 
land risks clause, 185 
leakage clause, 191 
liability limits under, 8 
lighterage clause, 185 
machinery clause, 187 
memorandum clause, 183-184 
named risks clause, 190 
open cargo policy, 179-180 
other insurance provision in, 184, 

186 
perils covered by, 182 
pilferage clause, 190-191 
policies, 179-198 
port-to-port coverage, 181 
principles of, 1 
protection and indemnity, 194 
rates, 183, 195-196 
salvage charges clause, 187-188 
special policies, 194 
sue and labor clause, 182 
theft clause, 190-191 
transshipment clause, 185-186 
underwriting, 10 
valued policies, 181-182 
warehouse-to-house clause, 185 
war risk clause, 192-193 

Marketability, investment, 526 

Marketability of real estate, improv- 

ing, 445-446 

Markets, loss of, 144, 186-187 

Market value, 6 

Massachusetts Compulsory Automo- 

bile Security Act, 339-341 

Matches, careless use of, 126 

Maturity, investment, 526 

Mechanical drawings, exclusions of, 


78 
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Mechanic’s lien, bond to discharge, 
483-484 
Medical aid, endorsement excluding, 
299, 302 

Medical and claims committee, 506 


Medical attendance, indemnity for, 
6 


Medical examination: 

annual, 36 

certificate of, 34 

elimination of, 48, 55 

expense, 70 

for term insurance, 28 

life insurance, 22, 26, 44, 46, 48 

under accident insurance, 256 
oye examiner, declarations of, 
4 


Medical expense, provision for, 24- 


Medical science, advance of, 36 

Meetings, organization, 509 

Memorandum clause, marine insur- 

ance, 183-184 

Mental infirmity, (see Insanity) 

Mercantile: 

open-stock burglary insurance, 386, 
392-395 

open-stock insurance rates, 394- 
395 


open-stock policy coinsurance 
clause, 393-394 

robbery policies, 386, 399-405 

safe burglary insurance, 386, 395- 
396 


safe burglary policy rates, 396 
Mercantile buildings, non-fireproof, 
129-130 ; 
Mercantile burglary insurance, prin- 
ciples of, 6 
Mercantile concerns, use and occu- 
pancy insurance for, 117-118 
Merchants’ bond commission, 478- 
479 
Merchants’ protective bond, single, 
470, 473 
Merit rating: 
plans, 4, 7 
workmen’s compensation 
ance, 305-308 
Messenger robbery insurance, 399- 
401 


insur- 


Messengers, insurance for outside, 
405, 408-409 ait 

Mileage basis, automobile insurance, 
334 


Military power, destruction by, 81, 
135, 139, 143 
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Military service exclusions, 45-46 

Minimum loss clauses, hail insur- 

ance, 168-170 

Minimum premium, 4, 15 

eee rates, fire insurance, 128- 

Mirrors, coverage of, 416 

Misrepresentation : 

fire policy voided by, 81 

insured’s, 42-43, 81 

Misstatement clause, messenger and 

office robbery, 400-401 

Misstatement of age by insured, 42- 
43 


Models, coverage of, 135, 140 

Modified life insurance, 30-31 

ee preliminary term plan, 70- 
1 


Money: 
and securities destruction policy, 
405, 407-408 
consideration, 4 
exclusion of, 78, 139, 143-144 
Money orders: 
express, 472-474 
post office, 472-474 
Monthly average reporting form, 
122) 124 
Monthly income: 
disability, 44 
plan, 41 
Mooring damage: 
coverage, 344, 346 
rates, 359 
Moral hazard: 
increase in, 90 
poor, 7, 27 
reduction of, 95 
Moral liability, insurer’s, 14 
More airplanes than pilots rates, 361 
Mortality experience, 36, 40 
Mortality tables: 
construction of, 63 
use of, 63- 
Mortgage: 
assignments, 89 
chattel, 79, 136, 140 
loans, 527, 529 
real estate, 23 
Mortgagee clause, types of, 92-93 
Mortgagee interest: 
aviation policy covering, 361 
coverage of, 104-105, 361 
endorsement, 145, 148 
rights of, 87, 89, 551 
Mortgage payments, provision for, 
24 
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Motor truck: 
carrier’s form, 199, 205-206 
merchandise floater, 199, 203 
shipper’s form, 199, 203-205 
Motor vehicle financial responsibility 
law, 313 
Moving pictures, fire prevention by, 


Multiple location coverage, 92, 121- 


Municipal bonds, investment in, 527 
Municipal fire surveys, 127 
Municipal governments, fire protec- 
tion by, 124-125 
Museums: 
coverage of, 222 
safety, 4! 
safety device exhibitions in, 23 
Musical instruments floater: 
broad form, 213, 222-223 
exclusions, 223 
limited form, 213, 222-223 
Mutual insurance companies: 
dividends by, 47 
organization of, 485-488 
surplus of, 40 


Named driver: 
plan, 333 
policy, 329 
Named risks clause, 190 
Name schedule bond: 
coverage, 454, 457-458 
restricted form of, 458 
National: 
Bankruptcy Act, 421 
Board of Fire Underwriters, 126- 
127, 497-498 
Bureau of Casualty and Surety 
Underwriters, 497, 499 
Council on Compensation Insur- 
ance, 497, 500-501 
Fraternal Congress Table, 75 
Safety Council, 304 
underwriting associations, 494-495 
National Automobile: 
Chamber of Commerce, 503 
theft bureau, 497, 503-504 
Underwriters’ Association, 
501-503 
National forces, destruction by, 3 
Naval power, destruction by, 143 
Naval service exclusions, 45-46 
N credit insurance: 
policy, 426, 433-434 
rates, 440 
Neglect, insured’s, 82 


497, 


INDEX 


Negligence: 
clause, 186 
liability for, 270 
Neon sign form, 226, 242-243 
Net single premium endowment in- 
surance, 68-69 
Newly-acquired objects 
ments, 366, 369-370 
New York: 
annual guarantee bond, 476-477 
Automobile Financial Responsibil- 
ity Act, 341-342 
Compensation Insurance Rating 
Board, 497, 504-506 
standard endorsement, 299-301 
standard fire insurance form, 76 
New York City: 
auctioneers’ bond, 479-480 
plumbers’ bond, 479 
New York State Vehicle and Traffic 
Law, 338 
No-control clause, fire 
92, 98 
Non-cancellable accident and health 
insurance, 264-266 
Non-contribution mortgage clause, 
92-93 
Non-delivery exclusions, 187 
Non-disabling injuries, 252 
Non-fireproof manufacturing sched- 
ule, 133 
Non-fireproof mercantile buildings, 
rate for, 129-130 
Non-forfeiture values, 33-35, 37-39 
Non-manufacturing concerns, use 
and occupancy insurance for, 
117-118 
Non-medical insurance, 48 
Non-owned automobiles, 
of, 335-336 
Non- participating annuity rates, 60 
Non-participating companies: 
rates of, 26, 28-29, 32, 35, 37-39 
surplus of, ‘40 
Non-reporting coinsurance floater, 
122-124 
Normal loss, credit insurance, 424- 
426, 440-441 
Notes, exclusion of, 78, 139, 143-144 
Notice of : 
assignment, 43 
claim, 44, 256 
lapsing of inspection service, 142 
loss, 82 
title suit, 449 
unoccupancy, 98 


endorse- 


insurance, 


coverage 


INDEX 


Notification of loss, 4, 13 
Nurse fees, coverage of, 254, 260 


Obligee, dissatisfaction of, 452 
Obligor, dissatisfaction of, 452 
Obstruction elimination endorsement, 
417-418 
Occupancy hazards, 126, 130-132 
Occupancy insurance, use and, 92, 
108, 115-120 
Occupation: 
change of, 255 
insured’s, 46 
Occupational diseases, 299-301 
Office, branch, 514-515 
Office burglary and robbery insur- 
ance: 
exclusions, 404 
principles of, 386, 404-405 
Office expense: 
insurance, 69-70 
insurer’s, 9 
Office robbery insurance: 
principles of, 399-401 
rates, 402 ; 
Officers : 
endorsement excluding, 301 
insurance on, 19-20 
powers of insurance company, 43, 


Official bonds: 
Federal, 480-481 
public, 454, 480-481 
Old-age: 
needs of, 25 
pensions, 22, 25 
Omissions forms, errors and, 92, 
104-106 
One dollar: 
accumulation of, 66 
present worth of, 67 
Open cargo policy, marine insurance, 
79-180 
Open-stock burglary insurance, mer- 
cantile, 386, 392-395 
Operating expense, insurance com- 
pany, 40 
Operation during suspension, 366, 
369 
Optional indemnities, accident insur- 
ance, 251 
Optional settlements, 34, 41-42, 48- 
49 


Order of arrest bond, 482-483 

Ordinary life insurance: 
non-forfeiture values, 34, 37-39 
paid-up policy for, 35, 37-39 
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Ordinary life insurance :—(Cont’d) 

privileges under, 29 

rates, 30 

terminal reserves, 74 
Ordinary life policy, 28-29 
Organization: 

department, 510-513 

insurance company, 10 

meetings, 509 
Other insurance: 

fire policy voided by, 80 

inquiries on, 46-48 

marine insurance and, 184, 186 

steam boiler, 365-366 

under accounts receivable policy, 

409 
under inland marine 
235, 239, 241 

under innkeeper’s policy, 413 

under live stock policy, 177 
Outage insurance, 376, 380-382 
Owners: 

liability policy, 272-273, 279-281 

protective policy, 272-273, 275-276 
Ownership: 

absence of complete, 80 

waiver, 92, 95 


insurance, 


Paid-up insurance: 
cash surrender value, 28-29, 35, 
37-39 
disability payments under, 44 
dividends used for, 41, 47 
Paintings, insurance of, 6 
Paper currency, counterfeit, 471, 474 
Parcel post insurance: 
coupon form, 207-210 
coverage, 199, 207-211 
exclusions, 209-210 
open form, 207-208, 210-211 
rates, 208 
Parties: 
competency of, 547-549 
rights of third, 549 
Participating companies: 
dividend payments:by, 26, 28-29, 32, 
44 


rates for, 35, 37-39 

surplus of, 40 
Partitions, interior, 416 
Partnership insurance, 25-26 
Part-time operation endorsement, 

366-367 

Passengers, licensed aircraft, 45 
Patterns: 

coverage of, 135, 140 

exclusion of, 78 
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Paymaster robbery insurance: 
principles of, 399, 401-402 
rates, 401-402 
Payment construction bond, Federal, 
476 
Payroll: 
audit committee, 506 
rates based on, 15 
Payroll policy, garage, 329-330 
Performance bond, Federal, 476 
Permit: 
ordinary alteration and repairs, 
92, 95-96 
removal of goods, 92, 99 
Permit bonds: 
Federal, 478 
local, 478-480 
types of, 454, 478-480 
Permitting clause, electricity forbid- 
ding and, 92, 
Personal accident insurance: 
application, 354-356 
aviation, 344, 354-356 
Personal effects endorsement, 215- 
217, 320 
Personal effects floater: 
additional named persons endorse- 
ment, 215-216 
auto home trailer endorsement, 
216-217 
deductible clause, 215-216 
domicile endorsement, 215-216 
endorsements, 215-217 
exclusions, 214-215 
provisions of, 213-217 
students’ endorsement, 215-216 
twenty-five dollar deductible clause, 
Z 6 


unattended automobile endorse- 


ment, 215-216 
war risk endorsement, 215, 217 
Personal hold-up insurance, 390-391 
Personal hygiene, instruction in, 36 
Personal liability insurance, 284-285 
Personal property: 
caret from title insurance, 448- 


floaters, 199, 213-226 
Petitioning creditors’ bond, 482-483 
Petroleum products, exclusion due 
to, 
Petty claims, responsibility for, 8 
Physical condition: 
rate modification for, 6 
requirements for life insurance, 28 
Physical examination (see Medical 
examination) 
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Physicians’ liability policy, 285-286 
Pilferage: 
aircraft coverage, 344-345 
clause in marine insurance, 190- 
191 
exclusions, 187 
rates for aviation, 344-345 
Pilots, licensed, 45 
Plate glass: 
automobile insurance coverage of, 
318, 320 
continued coverage of, 416 
coverage, 104 
Plate glass insurance: 
continued coverage under, 416 
endorsements, 417-419 
needs for, 415 
principles of, 415-420 
rates, 419-420 
Platforms, coverage of goods on, 100 
Plumbers’ bond, New York City, 479 
Plumbing system, coverage of, 138 
Poison: 
blood, 250-251 
death by, 46 
Police, fire protection by, 125 
Police duty, exclusion of, 46 
Policy forms, standardization of, 10, 
12, 76-77, 496 
Polo horses, insurance of, 172-177 
Pools, insurance, 521-522 
Portfolio reinsurance, 523 
Port-to-port coverage, marine insur- 
ance, 181 
Position bond, blanket, 459, 462-463 
Position fidelity bond: 
automatic coverage under, 458 
provisions of, 454, 458 
Post Office Department, 207-208 
Post Office money orders, coverage 
of, 472-474 
Poverty, insurance against, 22 
Power interruption insurance, 376, 
382-384 
Power wheels, loss of, 97 
Preliminary term plan: 
full, 70-71 
modified, 70-71 
Premature death: 
default by, 20 
protection against, 22 
Premises, securities insurance on, 
405-406 
Premium (also see Rates) : 
amount of, 33 
defined, 4 
dividend reducing, 47 
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Premium :—(Continued) 
extra, 43 
incorrect, 42-43 
Ses for hazardous industries, 


lapse of, 554 
minimum, 4, 15 
non- payment of, 34 
periodical adjustment of, 91 
reduction by dividend credit, 40 
return of, 4, 14-15, 86-88 
single, 32-33 
tax, 9-10 
unearned, 92, 108 
waiver of, 43-46, 266 
when payable, 33 
where payable, 33 
Premium deductible clause, hail in- 
surance, 168-170 
Present worth of dollar, 67 
Prevention: 
accident, 16, 303-305 
disease, 23 
fire, 7, 21, 124-128, 497-498 
reasons for fire, 127-128 
Primary commercial blanket bond, 
459 
Principal: 
dissatisfaction of bonded, 452-453 
safety of, 525 
Prism glass, 415 
Private. livery automobiles, 328 
Private passenger automobile: 
classification, 323 
rates, 323-326 
Privileges granted endorsement, 92, 


Products liability insurance, 272-273, 
277-279 
Professional liability insurance, 272, 
Profits and commissions form, 92, 
108, 113-115 
Proof of loss, 256 
Property: 
conservation of, 21, 127 
description in fire policy, Bs 79 
loss determination, 4-6, 
warehouseman’s ‘iabelity policy 
for, 405, 410-411 
Property damage insurance: 
automobile, 11, 310, 313-314 
aviation, 350- 351, 359 
premium rates, 323-329 
Proposal bond, 474-476 
Pro-rate distribution clause, 91 
Protection insurance, marine, 194 
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Protective -bond: 
crime, 470, 473-474 
single merchants’, 470, 473 
Protective devices, discount for, 402 
Public automobile: 
classification, 323-324, 328 
rates, 328-329 
Public corridor furnishings, cover- 
age of, 97 
Public health campaigns, 23 
Publicity department, 510, 513 
Public liability insurance: 
aviation, 350-351, 362 
rates for aviation, 359 
Public livery automobiles, 328 
Public official bonds: 
Federal, 480-481 
types of, 454, 480-481 
Public relations: 
Committee of Fire Underwriters, 
498 
promotion of, 496 
Public vehicles, insuring, 15-16 
Publishers form, rain insurance, 155, 
162-164 


Quota share treaties, 519-520 


Race horses, insurance of, 172-177 
Radio receiving apparatus, 98 
Railroad securities, investment in, 23 
Rain insurance: 

abandonment form, 155, 157-158 

advance sale of tickets form, 155, 

160-162 
advertising space form, 155, 162- 


164 

coverage, 3, 103, 138, 154-164 

expense, income or profits form, 
155, 159-160 

fairs and running races form, 155, 
158-159 

Form A, 155-157 

Form B, 155, 157-158 

Form C, 155, 158-159 

Form D, 155, 159-160 

Form E, 155, 160-162 

income from sources named, 


159 

need for, 154-155 

no income expectancy form, 155, 
157-158 

publishers’ form, 155, 162-164 

race form, 155, 158- 159 

rates, 164 

valued policy, 159-160 

Rate-making, basis for, 4, 6-7 


155- 
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Rate-making associations: 
legislative investigation of, 493-494 
objections to, 492-493 
state laws on, 494 
underwriters’, 495 
Rate regulation, state, 10 
Rates: 
accident and health insurance, 268 
accident insurance, 263-264 
adequacy of, 12 
adjustment of credit insurance, 
440-441 

analytical schedule of, 129 

annuity, 60 

assumed interest, 74 

automobile comprehensive policy, 
331-332 

automobile fire insurance, 331-332 

automobile theft insurance, 331-332 

aviation insurance, 357-359, 361 

aviation property damage, 359 

aviation public liability insurance, 
359 

class, 7 

collision insurance, 331 

contents, 132-133 

convertible term, 28-29, 32 

credit insurance, 440-441 

discrimination, 133 

endowment insurance, 21, 30 

explosion insurance, 145-146 

fair, 133 

fidelity bond, 484 

fire insurance, 128-134 

fire insurance short, 86-88 

fireproof manufacturing schedule 
Olmos 

hail insurance, 170 

health insurance, 263-264 

interest, 36, 74 

key, 129-130 

land damage, 358 

level of, 4, 8 

life insurance, 6, 26-27, 42, 63 

limited payment life insurance, 30 

machinery insurance, 375 

marine insurance, 183, 195-196 

mercantile open-stock insurance, 
394-395 

mercantile safe burglary, 396 

minimum fire insurance, 128-129 

non-fireproof manufacturing 
schedule of, 133 

non-participating company, 35, 37- 
39 


office robbery insurance, 402 
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Rates :—(Continued) 
ordinary life policy, 28-29, 30, 32 
parcel post insurance, 208 
participating company, 35, 37-39 
paymaster robbery policy, 401-402 
plate glass reductions in, 420 
rain insurance, 164 
reduced fire, 126-127 
reduction for burglar alarm sys- 
tem, 6 
reduction for devices granted, 7 
reduction for stand pipe equip- 
ment, 92, 99 
reduction for watchman and clock, 
92, 99-100 
reduction in bank robbery, 398-399 
reduction in credit insurance, 440- 
441 
reduction in title insurance, 451 
reduction in office robbery, 402 
reduction in paymaster and mes- 
senger, 402 
reduction in workmen’s compensa- 
tion, 16 
residence insurance, 391-392 
scientific basis of, 18 
specific fire insurance, 128-129 
sprinkler schedule of, 133 
state regulation of, 129, 538, 541 
steam boiler insurance, 373-374 
storekeepers’ burglary and robbery 
policy, 404 
surety bond, 484 
term insurance, 27, 30 
title insurance, 451 
truckmen’s insurance, 205 
universal schedule for determin- 
ing, 129-131 
windstorm damage, 358 
yield basis of, 40 
Ratings: 
Dun and Bradstreet, 423-424 
merit, 4, 7, 305-308 
Real estate: 
improving marketability of, 445- 
446 


investments, 445-446, 525, 528 
loan ‘department, 510, 513 
loans, 527, 529 
mortgages, 23 
Rebating, state restriction of, 542 
Reciprocal insurance organization, 
485, 488-489 
Bot ae pumps, coverage of, 


Records, failure to keep, 409 


INDEX 


Records destruction insurance: 
coverage, 408 
exclusions, 408 

Refrigerating equipment, 

of, 97, 138, 142 

Refrigeration, interruption of, 108- 

109 

Refund annuity: 
cash, 60 
installment, 60 

Refund life annuity: 
deferred, 55, 57 
provisions of, 55-56 

Regional automobile 

502-503 

Registrar’s department, 510, 512 

Regulations : 
building, 125 
fire, 126 
fire insurance under state, 129 
rate, 10 
state, 537-558 

Rehabilitation, workmen’s, 293 

Reimbursement coverage, accident 

plus, 249, 258-259 

Reinstatement : 
accident policy, 255 
of disability agreement, 45 
policy, 33-34, 36 

Reinsurance: 
facultative, 517-519 
first line, 520 
portfolio, 523 
principles of, 516-523 
reasons for, 516-517 
systems, 517-519 
treaty, 517, 519-521 
underwriters’ agencies for, 522 

Release, voluntary compensation en- 

dorsement, 302-303 

Removal of: 
goods permit, 92, 99 
obstructions, 417-418 

Renewal : 
life insurance, 27 
term policy, 28 

Rental insurance, 92, 108, 110-111 

Repairs: 
coverage of minor, 136 
coverage of sprinkler system, 136 
exclusion of plumbing system, 140 
major sprinkler system, 136 
permit for ordinary repairs and, 

92, 95-96 
Replaceable service tanks, 370, 372 
Replacements, coverage of sprinkler 
system, 136 


coverage 


committees, 
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Reporting agency, direct, 514-515 
Representations, 555-556 
Representatives, regulation of insur- 
er’s, 10 
Reserves : 
first year’s, 70 
insurance company, 23, 33-40, 70- 
74, 537, 539-540 
life insurance, 71-74 
regulation of, 10 
source of, 36, 40 
terminal, 73-74 
Residence: 
boilers, 370, 372-373 
burglary insurance, 385-391 
divided coverage form, 386-387 
fifty per cent blanket form, 386, 
388 
insurance premium charges, 391 
insured’s, 46 
larceny insurance, 385-391 
liability policy, 272, 279, 283 
one hundred per cent form, 386, 
388-390 
robbery insurance, 385-391 
theft insurance, 385-391 
vessels, 370, 372-373 
Restricted bonds, fidelity, 458 
Restricted loss endorsements, 332 
Restrictions, life insurance policy, 33, 
42-43 
Retirement annuity, 55, 57-58 
Retrocession, 523 
Restrospective rating plan, 305, 308 
Return: 
adequacy of, 525 
interest, 40 
of premium, 4, 14-15 
on insurance company investments, 


Returned goods, coverage of, 187 
Reward clause: 
crime protective bond, 474 
single fraud bond, 473 
single merchants’ protective bond, 
470, 473 
Rider : 
antedating, 438-439 
construed date of shipment, 438 
excluded sales, 438-439 
extraordinary debtor, 438, 440 
goods-in-process, 438 
guarantor, 438-439 
interim adjustment of claims, 438- 


439 
Riot: 
clause, 192-193 
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Riot :— (Continued) 
coverage of, 102-103, 144 
damage exclusions, 46, 81, 135, 
139, 188 
endorsement, 318-319 
Riot insurance: 
cancellation, 144 
need for, 143 
principles of, 143-148 
theft coverage, 144-145 
Rising water endorsement, 318-319 
Robbery : 
aircraft coverage, 344-345, 458 
crime protective bond coverage of, 
474 
single fraud bond coverage of, 471 
Robbery insurance : 
bank, 386, 396-399 
mercantile, 386, 399-405 
messenger, 399-401 
office, 386, 399-402, 404-405 
paymaster, 399, 401-402 
principles of, 385-405 
storekeepers’, 402-403 


Saddle horses, insurance of, 172-177 
Safe burglary: 
crime protective coverage of, 474 
mercantile insurance, 386, 395-396 
single fraud bond coverage of, 471 
Safe deposit boxes, insurance for 
lessees of, 405-407 
ele oes liability policy, 413- 
4 


Safe driver reward plan, 325-326 
Safe guards, machine, 21 
Safety: 
device exhibitions, 23 
engineering committee, 505 
museums, 497 
Salary allotment insurance, 54-55 
Salesmen’s floaters: 
broad form of, 231-232 
exclusions of, 231-232 
forms of, 226, 230-232 
limited form of, 230-231 
Sales rider, excluded, 438-439 
Salvage: 
charges clause, 187-188 
provision in fidelity bonds, 457 
under blanket position bond, 462 
under depositors’ and commercial 
forgery bond, 466-467 
Sanity, insured’s, 42, 46 
Sashes, coverage of, 98 
Savings bank account, 20 
Savings bank insurance, 75 
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Schedule: 
fire insurance policy, 90 
property floater, 213-214 
rating, 305-306 
Schedule bond: 
automatic coverage under, 458 
position, 454, 458 
Schools: 
coverage of, 92, 108-110 
fire prevention education in, 127 
public liability insurance for avia- 
tion, 362 
safety education in, 23 
Screens, coverage of, 97-98 
Seaplane coverage, 344, 346 
Search of title: 
cost of, 444 
facilitating, 445 
Seasonal risks, rental insurance for, 


Secret Service, United States, 481 
Securities : 

all risk policies, 405-414 

exclusion of, 78, 139, 143-144 

government, 23 

railroad, 23 
Securities insurance: 

destruction policy, 405, 407-408 

endorsement, 408 

exclusions, 408-409 

for lessees of safe deposit boxes, 

405-407 

outside messengers, 405, 408-409 

premises of insured, 405-406 
Security: 

for costs bond, 482-483 

of principal, 525 
Select and ultimate plan, 70-71 
Selection, adverse, 27, 35 
Self-destruction (see Suicide) 
Self insurance: 

advantage of, 17 

essentials of plans for, 489, 491 
Septic infections, 266 
Servants’ rooms, coverage of, 100 
Service station liability insurance, 

329-331 

Service tanks, replaceable, 370, 372 
Settlements: 

fire insurance claim, 83-84 

loss, 409-410 

lump sum, 41-42, 48 

of disputes, 538, 542 

optional methods of, 34, 41-42, 48 
Sewers, backing up of, 139 
Shelves, coverage of glass, 416 
Sheriff’s indemnity bond, 483-484 
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Shipment rider, construed date of, 
438 

Short rate tables, fire insurance, 86- 
8 


Show cases, coverage of, 416 
Sickness (see Health and Illness) 
Sidewalks, goods covered on, 100 
Signs, coverage of, 416 
Silverware and silver plate floater, 
219971 
Single fraud bond: 
provisions of, 470-473 
reward clause, 473 
Single merchants’ protective bond: 
provisions of, 470, 473 
reward clause, 470, 473 
Single premium plan, 32-33 
Smoke coverage, 102-104 
Social Security Act, 63, 490 
Solvency, insurer’s, 13-14 
Special agents, 515 
Specific losses, health coverage of, 
259-260 
Specific loss indemnity, 249-250 
Specific rates, fire insurance, 128-129 
Specified car and named driver plan, 


Specified car policy, 329 
Spontaneous combustion, 126 
Sports liability policy, 272, 279, 283- 
284 
Sprinkler endorsement, automatic, 
92, 99 
Sprinkler leakage insurance: 
assumed liability form, 137 
exclusions, 135-136 
legal liability form, 137 
liability limits, 134-135 
need for, 134 
principles of, 134-137 
repairs and replacements coverage, 
136 
Sprinkler schedule, 133 
Sprinkler system: 
automatic, 126, 141 
damage to automatic, 135 
Stained glass: 
coverage, 104, 415 
endorsement, 417, 419 
Stamp collection floater: 
coverage, 223-225 
endorsement, 225 
exclusions, 224 
Standard building, fire insurance rate 
for, 130 
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Standardization: 

of practice, 4, 12 

policy form, 10, 12, 76-77, 496 
Standard of living, improved, 36 
Standard policy: 

fire insurance, 76-77 

state supervision of, 538, 540-541 
Stand pipe equipment, rate reduc- 

tion for, 92, 99 

State: 

es organizations, 485, 490- 


license bonds, 478-479 
rating laws, 494 
superintendent, 537-538 
supervision, 4, 10-1 
taxes, 9-10, 25 
Stated amount policy, automobile 
fire insurance, 316-317 
State funds: 
advantages of, 491 
for hail insurance, 490 
for workmen’s compensation in- 
surance, 490 
New York, 505 
State governments, accident preven- 
tion by, 304 
State legislatures, fire insurance in- 
vestigations by, 129 
Statement of loss: 
insured’s, 175-176 
veterinarian’s, 176-177 
Statement of property values, 
monthly, 101 
State supervision of insurance com- 
panies, 537-558 
Statistical department, 510, 513 
Statutory automobile insurance, 338 
Steam boiler exclusions, 97, 103, 135, 
139, 143-144 
Steam boiler insurance: 
consequential damage, 376, 379-380 
deductible liability policies, 336, 368 
endorsements, 366-370 
indefinite suspension, 366-368 
other insurance provision, 365-366 
policy, 363-384 
policy schedules, 370-373 
provisions of, 363-374 
rates, 373-374 
suspension, 366-368 
use and occupancy form, 376-379 
Stipulation for value bond, 482-483 
Stock and fixtures form, 78-79, 98 
Stock brokers, depositors’ and com- 
mercial forgery bond endorse- 
ment for, 467 
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Stock companies : 
fire insurance, 126-127 
organization of, 485-486 


Stocks : 
investment in, 527-528 
investment value of insurance 


company, 534-536 
prohibition of investment in, 527 
sale of, 537, 539 
Storage warranty endorsement, 220 
Stored goods, coverage of, 237 
Storekeepers : 
burglary and robbery policy, 402- 
404 


insurance for, 403 

insurance rates, 404 
Storerooms, coverage of, 100 
Storm doors, coverage of, 98 
Stoves, smoke from, 104 
Strikes : 

clause, 192-193 

exclusion of, 188 

riots attending, 102-103, 144 
Structural iron workers, exclusion 

of, 46 

Students’ endorsement, 215-216, 219 
Subleases, coverage under, 112 
Submarine operations, exclusion of, 


Subrogation: 
right of, 4, 12-13, 89, 556 
under title insurance 450-451 
Sub-standard construction, rate for, 
130, 132 
Sub-standard insurance, 48 
Sue and labor clause, marine insur- 
ance, 182 
Sue, insured’s right to, 84 
Suicide: 
clause, 42 
exclusion of, 46 
hazard, 7 
Suits: 
against insurance company, 412 
defense of title, 449 
notice of title, 449 
Sunstroke, 250-251 
Superannuation, risk of, 3 
Superintendent of insurance, 
537-538 
Supervision: 
federal, 4, 11-12 
state, 4, 10-12, 537-558 
Supervision endorsement, inspection 
and, 141-142 
Supplemental contract, fire 
ance, 92, 102-104 


301, 


insur- 
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Supply bonds: 
federal, 476 
types of, 474-477 
Supply department, insurance com- 
pany, 510, 513 
Surety: 
dissatisfaction of, 452 
liability of, 479 
Surety bonds: 
classification of, 10, 452-484 
fidelity versus, 453 
rate-making for, 484 
Surety companies: 
advantage of corporate, 452-453 
collateral required by, 453-454, 484 
investigations by, 454-455 
liability of, 478 
rejections by, 456 
Surety Underwriters, National Bu- 
reau of Casualty and, 497, 499 
Surgeons’ liability policy, 285-286 
Surgery, advance of, 36 


Surgical operations, coverage of, 
252-253, 260-261 
Surplus: 


mutual insurance company, 40 
non-participating company, 40 
sources of, 36, 40 

Surrender charge, 35 

Surrender value, cash, 28-29, 36, 44 

Survivorship annuity, 55, 58 

Suspension: 
automobile 

for, 338 

operation during, 366, 369 
steam boiler insurance, 366-368 


insurance provision 


Tax collectors’ bond, 480 
Taxes: 
estate, 25 
Federal, 25 
income, 9-10 
insurance, 9-10 
state, 9-10, 25 
Taxicabs, coverage of, 328 
Teams liability policy, 272, 277 
Tear gas system, discount for, 402 
Temperature endorsement, 108-109 
Temporary automatic coverage, fire 
insurance, 89-90 
Temporary importation bond, Fed- 
eral, 478 
Temporary installation endorsement, 
417-418 
Temporary life annuities, 55, 58 
Gogo, liability policy, 272-273, 279- 


INDEX 


Ten per cent deductible clause, hail 
insurance, 168-169 
Ten per cent glass limitation waiver, 
explosion insurance, 145 
Terminal reserves, 73-74 
Term insurance: 
consideration in purchasing, 27-28 
extended, 35, 37-39 
medical examinations for, 28 
paid-up, 28-29 
rates, 30 
Term policy: 
cost of, 27 
explosion insurance, 145-146 
life insurance, 26-28 
Test flights, 361 
Textiles, manufacture of, 126 
Theatrical floater, 226, 229-230 
mine ites 
aircraft coverage, 344-345 
bureaus, 497, 503-504 
exclusions, 81, 102, 135, 139, 143- 
144, 187 
liability for, 144-145 
loss, 5-6 
Theft insurance, 317, 385-405 (See 
also “Burglary,” “Fidelity bond,” 
“Personal effects”) 
Third parties: 
liability of, 12-13 
rights of, 549 
Third party actions, workmen’s com- 
pensation, 295-296 
Thirty-day foaling policy, 178 
Three-fourths loss clause, fire-insur- 
ance, 92, 95 
Three-fourths value clause, fire-in- 
surance, 92, 95, 332 
Thrift, insurance aid to, 20-21 
Tidal wave exclusions, 102, 139 
Title: 
causes of defective, 443-444 
cost of searching, 444 
facilitating search of, 445 
notice of suits involving, 449 
Title insurance: 
agreement, 446 
apportionment provision, 450 
appraisals, 449-450 
coinsurance clause, 450 
description schedule, 446-447 
exclusions, 447-449 
incidence of claims under, 447-448 
loss payments, 450 
need for, 442-444 
personal property excluded from, 
9 
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Title insurance :—(Continued) 
policy conditions, 447 
policy transfers, 451 
principles of, 442-451 
subrogation under, 450-451 
subsequent defects excluded, 448 
Tornado: 
aircraft coverage, 344-345 
coverage, 92, 102-104 
damage coverage, 318, 320 
exclusions, 96, 135, 139 
insurance, 149-151 
Tourists’ baggage floater: 
coverage, 217-219 
endorsements, 218-219 
exclusions, 219 
Towing charges coverage, 318-319 
Trailer endorsement, personal ef- 
fects floater, 216-217 
Transfer: 
of objects endorsements, 366, 368- 
369 


title insurance policy, 451 
Transit endorsement, fire insurance, 
92, 100 
Transit policy: 
inland, 199-201 
trip, 199, 207 
Transportation coverage, 
344-345 
Transportation floater: 
annual, 199, 201-203 
exclusions, 202-203 
Transshipment clause, 185-186 
Travels, insured’s, 46 
Treasurers’: 
bond, 480 
department, 510, 512 
Treaty reinsurance: 
automatic, 520 
excess cover, 519 
open, 520 
quota share, 519-520. 
types of, 517, 519-521 
Trip transit policy, 199, 207 
Truckmen’s rates: 
local, 327 
long-haul, 327-328 
Trust insurance, 48-49 
Tuition fee form, 92, 108-110 
Twenty-five dollar deductible clause, 
215-216 
Twenty-five per cent accumulative 
deductible clause, 168-169 
Twenty-five per cent minimum loss 
clause, hail insurance, 168-169 
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Twenty per cent deductible clause, 
hail insurance, 168-169 

Two per cent monthly 
Clause, 002 


reduction 


Ultimate plan, select and, 70-71 
Umpire: 
appraisal by, 449 
duties of fire insurance, 83 
Unattended automobile endorsement, 
215-216 
Underground water supply mains en- 
dorsement, 141 
Underwriters’ agencies, reinsurance 
by, 522 
Underwriters’ associations : 
description of, 492-506 
economical operation of, 495-496 
educational activities of, 496-497 
enforcement of rules by, 496 
local, 494 
national, 494-495 
need for, 492 
policy standardization by, 496 
public relations promoted by, 496 
requirement for uniform commis- 
sions, 495 
services of, 495-497 
Underwriters’ laboratories, 127, 498 
Underwriting, limits of, 4, 10-11 
Underwriting department, insurance 
company, 510-511 
Unearned premium: 
endorsement, 92, 108 
return of, 86-88 
Unfair discrimination, prevention of, 


Unfired vessels schedule, 370-372 
Uniforms, employees’, 97 
United States: 
Bureau of Air Commerce, 357 
Department of Agriculture, 171 
Department of Commerce, 361 
Department of Justice, 503 
longshoremen’s and harbor work- 
ers’ compensation endorsement, 
299, 303 
Weather Bureau, 160, 163-164 
United States Government, duties 
due, 106-107 
Universal schedule, rate determina- 
tion by, 129-131 
Unoccupied building : 
endorsement, 92, 98 
exclusions, 136, 140 
Untidiness, fire through, 126 
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Use and occupancy insurance: 
boiler and machinery, 376-379 
bridge, 226, 246-247 
coverage, 92, 108, 115-120 

Used goods, coverage of, 187 

Usurped power, destruction by, 81, 

135, 139 


Vacancy exclusion, 136, 140 
Valid contracts, 5 
Valuation, investment, 530-534 
Valuation clause, motor truck ship- 
per’s policy, 203 
Value, market, 6 
Value bond, stipulation for, 482-483 
Valued policy: 
fire insurance, 90 
marine insurance, 181-182 
rain insurance, 159-160 
Vandalism endorsement, 103, 145, 147 
Vapor damage exclusions, 139 
Varying limits endorsements, boiler 
insurance, 366, 368 
Vehicle and Traffic Law, New York 
State, 338 
Vehicle coverage, 102-104 
Vermin damage exclusion, 408 
Veterinarian, statement of loss by, 
176-177 
Void contracts, 5 
Voluntary: 
compensation 
302-303 
destruction, 173 
Voyage, deviation of, 185 


299; 


endorsement, 


Wages, insurance company, 40 
Wagon and horse floater, 226, 243 
Waiting period, workmen’s compen- 
sation, 292-293 

Waiver: 

building ownership, 92, 95 

by endorsement, 77, 85-86 

of premium, 266 
War: 

Civil, 46, 81 

death in, 46 

injuries exclusion, 45-46, 104 
Warehouseman’s liability policy: 

deductible clause, 410 

exclusions, 411 

for property, 405, 410-411 
Warehouses, bonded, 92, 106-107 
Warehouse-to-warehouse clause, 185 
Warranted free from particular 

average clause, 190 


INDEX 


Warranties : 
defined, 555-556 
violation of, 98 
War risk: 
clause, 192 
endorsement, 215, 217 
exclusions, 188 
insurance bureau, 490 
Watchman, rate reduction for, 92 
99-100 
Water damage insurance: 
coverage, 138-139, 318, 320 
exclusions, 103, 139-141 
legal liability form, 141-142 
need for, 137-138 
principles of, 137-142 
Water lock endorsement, 141 
Water-pressure system, high, 125 
Wear and tear damage exclusion, 408 
Wedding presents floater, 213, 220- 
221 


Weekly average reporting form, 122- 
124 


Weight, insured’s, 47 

Wholesale insurance, 54 

Window: 
shades, 97 
wired glass, 131 

Windstorm: 
aircraft coverage, 344-345 
coverage, 92, 102-104 
damage coverage, 3, 318, 320 
damage rates, 358 
exclusions, 92, 96, 135, 139 
insurance, 149-151 

Wired glass windows, 131, 415 

With average clause, marine insur- 

ance, 190 

Workmen’s compensation insurance: 
basic policy declaration, 296 
compulsory, 15-16 
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Workmen’s compensation insurance: 
— (Continued) 
experience rating, 305-308 
inspection under, 21 
merit rating plan, 305-308 
National Council on, 497, 500-501 
New York Rating Board for, 497, 
504-506 
principles of, 7, 288-308 
rate reduction in, 16 
rates for, 15-16 
retrospective rating plan, 305, 308 
schedule rating, 305-306 
standard policy, 296 
state funds for, 490 
Workmen’s compensation laws: 
awards under, 293-295 
compulsory, 290-291 
elective, 290 
injuries covered by, 292 
methods of administering, 291 
occupations covered by, 291 
third party actions under, 295-296 
waiting period, 292-293 
World wide: 
camera form, 213, 225-226 
fur floater, 213, 219-220 
jewelry-fur floater, 213, 219 
personal effects floater, 213-217 
tourists’ baggage floater, 217-219 
Worry, elimination of, 18 
Wrappers, marine coverage of, 187 


X S credit insurance: 
policy, 426, 436-437 


rates, 440 


Yield: 
adequacy of, 525 
basis of reserves, 74 
on investments, 23, 40 
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